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PREFACE 


ANNUAL MEETING (FoRTY-SEVENTH YEAR) OF THE ACADEMY 
OF POLITICAL SCIENCE, NEW YORK CITY, FRIDAY, 
NOVEMBER 18, 1927 


with varied aspects of the general subject, “America 

as a Creditor Nation,” together with some informal 
discussion of points suggested by these addresses, provided the 
program of a most interesting and stimulating Annual Meeting 
of the Academy, which was held at the Hotel Astor in New 
York City on Friday, November 18, 1927. The addresses and 
papers presented at the conference, together with two papers 
read by title in the absence of their authors, are contained in 
this volume of the Proceedings of the Academy. 

The three sessions of the Annual Meeting were all well 
attended, especially the closing session which was a dinner 
meeting and at which more than twelve hundred persons were 
present—an unusually representative and distinguished audi- 
ence. The sub-topics considered at the three sessions were 
respectively (1) Foreign Investment Problems; (2) Inter- 
national Trade Relations; (3) International Finance and 
World Trade. While not at all exclusive, but on the contrary, 
intentionally overlapping and inter-relating, these three sub- 
topics were treated as rallying points and demonstrated the 
practical wisdom of the Program Committee in its analysis 
and constructive organization of the available materials that 
could be profitably considered in a one-day national conference. 

The usual brief ‘‘ Who’s Who” concerning those who par- 
ticipated in the conference is given here in order to familiarize 
the reader with something of the background, experience and 
point of view of the various contributors to the meeting and to 
the pages of this volume. 


A SERIES of eighteen papers and addresses dealing 


JAMEs W. ANGELL, Associate Professor of Economics in 
Columbia University, is a graduate of Harvard University, 
A.B., 1918; A.M., 1921; Ph.D., 1924. He served for a time as 
Instructor in Economics in Harvard University and is the 
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author of a volume entitled: The Theory of International 
Prices. 


Mr. ROLAND W. BoyDEN, A.B., Harvard University, 1885; 
LL.B., 1888, is now a member of the law firm of Ropes, Gray, 
Boyden and Perkins, Boston; a Director of the First National 
Bank of Boston, of the Quincy Market, Cold Storage and 
Warehouse Co., Boston, and of other corporations; formerly 
Unofficial Delegate of the United States upon the Reparations 
Commission. 


Mr. O. H. CHENEY is Vice President of the American Ex- 
change Irving Trust Company, general office, 233 Broadway, 
New York City. 


Mr. NorMAN H. Davis, D.C.L., University of the South, 
1921, was for some time interested in banking, sugar and other 
business enterprises in Cuba and in 1905 organized The Trust 
Company of Cuba of which he was President until 1917, when 
he became Adviser to the Secretary of the Treasury in con- 
nection with foreign loans. Dr. Davis was special United 
States delegate to Europe, 1919. He was the American mem- 
ber of the Armistice Commission, member of the Supreme 
Economics Council and Chairman of the Financial Section; 
Financial Adviser to President Wilson and the American 
Commission to Negotiate Peace. He was also a member of 
the Reparations and Financial Commissions and from Novem- 
ber, 1919, to June, 1920, Assistant Secretary of the Treasury 
in charge of foreign loans; Under Secretary of State, June, 
1920, to March, 1921, during part of which time he was also 
Acting Secretary of State, and in 1927 he was an American 
delegate to the International Economic Conference at Geneva. 


Mr. Oscar KING DAVIs is a newspaper man by profession; 
A.B., Colgate University, 1888; A.M., 1892; Litt.D., 1914. 
He served as a delegate from the United States to the First 
Pan-American Postal Congress in Buenos Ayres in 1921 and as 
Vice President of the Congress. Since 1917 he has been Sec- 
retary of the National Foreign Trade Council and has taken an 
active part in the direction of its investigations and discussions 
in connection with the annual conferences of the National For- 
eign Trade Council, whose headquarters are at 1 Hanover 
Square, New York City. 
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Mr. Louis DoMERATZKY is Chief of the Division of Reg- 
ional Information of the United States Department of Com- 
merce, Washington, D. C. 


PROFESSOR HERBERT FEIs is David Sinton Professor of Eco- 
nomics in the University of Cincinnati, has for some time been 
interested in the study and investigation of the problems of 
labor and industry. He has published a number of articles, 
monographs and books, among which may be cited an article 
in the Quarterly Journal of Economics, August, 1923, on the 
“Kansas Court of Industrial Relations, its Spokesman, its 
Record”; “International Labor Legislation in the Light of 
Economic Theory”, Jnternational Labor Review, Geneva, 
April, 1927, “The Export of Capital in Foreign Affairs’, etc. ; 
and a volume entitled: The Settlement of Wage Disputes, 
1921, Macmillan Company, New York; also a A Collection of 
Decisions Presenting Principles of Wage Settlement, which 
he edited with introductions, 1924, H. W. Wilson Co., New 
York. He has recently been engaged on an extensive study 
and investigation of foreign capital investments under the 
Simon Guggenheim Foundation. 


Mr. Lewis S. GANNETT is Associate Editor of The Nation, 
New York; a graduate of Harvard University, A.B., 1913, 
A.M., 1915; author of a pamphlet, “Young China”, and 
contributor of articles to Century, Harpers, Current History, 
Asia, and other periodicals. He was formerly American cor- 
respondent of the Manchester Guardian. 


Hon. CARTER GLASs, United States Senator from Virginia, 
is a journalist by profession but has long devoted his major 
energies to public life in his own State and in Congress. He 
was Secretary of the Treasury from December, 1918, to No- 
vember, 1919, when he resigned, to be appointed United States 
Senator for an unexpired term and at its expiration was elected 
for another term. 


Mr. THomas W. Lamont, A.B., Harvard, 1892; LL.D., 
Union College, 1921, is a banker by profession and has been a 
member of J. P. Morgan & Company since 1911. He was a 
representative of the United States Treasury in connection with 
the American Commission to Negotiate Peace, Paris, 1919, and 
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has occupied many important official and unofficial positions 
in international finance; he served as Chairman of the Ameri- 
can group of the International Consortium for Assistance of 
China and of the International Commission of Bankers for 
the adjustment of the Mexican foreign debt. 


Mr. WALTER T. Layton, M.A-, C.B.E., C.H., Companion 
of Honour, 1919, Editor of the Economist, London, England, 
since 1922; Director of Welwyn Garden City and National 
Mutual Assurance Society; formerly Member of Munitions 
Council; Director of Economic and Financial Section of the 
League of Nations and Director of National Federation of 
Iron and Steel Manufacturers. Mr. Layton was a member 
of Trinity College, Cambridge University, and Fellow of 
Gonville and Caius College, Cambridge, 1909; University 
Lecturer in Economics, 1912; Newmarch Lecturer, University 
College, 1909-12. He represented the Ministry of Munitions 
on the Milner Mission to Russia, 1917, and the Balfour Mission 
to the U. S. A., 1917. He is the author of An /ntroduction 
to the Study of Prices; Relations of Capital and Labour; and 
various articles in reviews and journals. He was Chairman 
of the Committee that prepared the agenda for the World 
Economic Conference in Geneva and one of the British dele- 
gates to that Congress. 


Mr. Ray Morris, B.A., Yale, 1901; M.A., 1903, is a banker 
by profession and was a member of White, Weld & Co., New 
York, 1910-20 and has been a member of Brown Brothers & 
Co., New York, since 1921. During the world war he was 
connected with the Federal Reserve Bank. He is the author 
of a book on Railroad Administration (1910) and has con- 
tributed frequently to current magazines including the Atlantic 
Monthly, Yale Review, World’s Work, etc., on economic and 
transportation subjects. 


Mr. WILLIAM WALLACE NICHOLS is an engineer by pro- 
fession, whose early experience was with the motive power 
department of the C. C. C. & St. L. Ry., 1885-86; and with the 
C. B. & Q. Ry. as engineer of tests, assistant master mechanic 
and superintendent of telegraph, 1886-90; he was superintend- 
ent of the Chicago Telephone Company, 1890-93; instructor 
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in mechanical engineering at Yale, 1895-1900; works manager 
of the Baltimore Copper Works, 1900-04, since which time he 
has been with the Allis-Chalmers Co., as Vice President, 1904- 
13, and Assistant to the President since 1913. He has pub- 
lished many articles on engineering education and on foreign 
trade and is at present President of the American Manufac- 
turers Export Association and Chairman of the Tariff Com- 
mittee of the National Association of Manufacturers. 


Dr. EpwIN G. Nourse, formerly instructor in Finance in 
the Wharton School of Finance and Commerce, University of 
Penna., 1909-10; Professor of Economics and Sociology in the 
University of South Dakota, 1910-12, and in the University of 
Arkansas, 1915-18; then Professor of Agricultural Economics 
in Iowa State College, and Chief of Agricultural Economics 
section, lowa Experiment Station, 1918-23; since which time 
he has served as Chief of the Agricultural Division of the 
Institute of Economics, Washington, D. C. Author of 
Agricultural Economics (1916); Chicago Produce Market 
(1918); American Agriculture and the European Market 
(1924) and has been editor of Journal of Farm Economics 
since 1925. 


PROFESSOR G. B. ROORBACH has been Professor of Foreign 
Trade at Harvard University, 1919 to date; he has the degrees 
A.B., Colgate, A.M., Univ. of Penna., S.D., (Honorary), 
Colgate University, and is the author of Jmport Purchasing, 
Chicago, A. W. Shaw Co., 1927. 

During the war Dr. Roorbach served in the Division of 
Planning and Statistics, U. S. Shipping Board. He made a 
special investigation of conditions in Latin America (1915) 
for The Carnegie Endowment for International Peace, and was 
Special Expert, U. S. Tariff Commission, 1921, and Chief, 
Research Division, Bureau of Foreign and Domestic Com- 
merce, Washington, 1921-22. In 1926-27 he was on leave of 
absence studying trade and economic conditions in the Far 
East. 


PROFESSOR JOSEPH SCHUMPETER is Professor of Political 
Science in the University of Bonn, Germany, was formerly 
Minister of Finance in Austria (1919), Exchange Professor, 
Columbia University (1913), and Visting Professor, Harvard 
University (1927). 
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Hon. JEREMIAH SMITH, JR., is a lawyer by profession; 
A.B., Harvard, 1892; LL.B., 1895. He was Secretary to 
Justice Gray, of the U. S. Supreme Court, 1895-96, and has 
practised law in Boston since 1896 where he is now a member 
of the law firm of Herrick, Smith, Donald and Farley. He 
served with the American Commission to Negotiate Peace as 
counsel to the Treasury Department and as adviser on financial 
questions. He was Commissioner General of the League of 
Nations for Hungary, 1924-26, in charge of the financial 
reconstruction of Hungary. 


Mr. JosEPH R. SwAN, A.B., Yale, 1902, is a banker by 
profession and was for many years with Kean, Taylor & Co., 
New York. During the world war he was active in Red Cross 
service and at the close of the war became connected with the 
Guaranty Trust Co, New York, as Vice President, which 
position he now holds. 


In the absence of the Managing Editor, Professor Parker 
Thomas Moon, on leave in Europe during the first semester of 
this academic year, the Chairman of the Program Committee 
and the Executive Secretary, Miss Ethel Warner, have assumed 
editorial responsibility for seeing this volume of the Pro- 
CEEDINGS through the press. 

The Chairman desires to take this opportunity, on behalf 
of the officers and trustees of the Academy, to express their 
grateful thanks to the members of the Program Committee, 
and the speakers at the Annual Meeting for the service they 
have rendered the Academy. 


SAMUEL McCCUNE LINDSAY, Chairman 
ETHEL WARNER, Executive Secretary 


JOHN G. AGAR ALEXANDER DANA NOYES 
NICHOLAS F. BRADY WILLIAM L. RANSOM 
PAUL D. CRAVATH HENRY R. SEAGER 

JoHN W. Davis EDWIN R. A. SELIGMAN 
JEROME D. GREENE ALBERT SHAW 

THomAsS W. LAMONT BENJAMIN STRONG 
OGDEN L. MILLS PAUL M. WARBURG 


DwIGHT W. Morrow OwEN D. YouNG 
Committee on Program 
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FOREIGN INVESTMENT PROBLEMS 
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THE WORLD’S PRESENT AND FUTURE DEMAND 
FOR CAPITAL 


JOSEPH R. SWAN 
Vice-President, Guaranty Trust Company, New York 


HAVE been asked to discuss very briefly from the point 
] of view of the practical banker a subject that covers a 
wide area and along period. I shall be able to pass only 
lightly over important subjects and shall try to present to 
you a fairly broad, but very impressionistic picture of the 
field of international finance as it now appears. For the pur- 
pose of this discussion the world demand will mean the inter- 
national demand and will not include those domestic capital 
demands which are filled at home. The present will be the 
period of time from the ending of the war up to the present. 
The future will be a very indefinite period extending an uncer- 
tain distance ahead of us. Capital, for which various defini- 
tions may be given, in this case will be wealth from which its 
owners expect to receive an income, and is for the most part 
represented by promises to pay in the form of bonds, or by 
evidences of ownership in the form of shares. As the banker 
uses the word, capital is surplus income collected in large 
and small amounts from the people and corporations and in- 
vestment trusts of the city, the town and the village, and di- 
rected here and there in the world to assist nations to rehabili- 
tate their factories, homes or fields, to balance their temporarily 
disarranged budgets, or to extend their public works; to 
make it possible for railroad, public utility and industrial 
corporations to extend their facilities, or for the empire builder 
to open up and develop unused natural resources. There are 
two major requisites which capital requires from the borrower. 
He must offer a satisfactory rate of interest and must command 
confidence. 

Up to the time of the Great War this country was little in- 
terested in foreign investment. We had placed comparatively 
small amounts of capital in the nearby countries of Canada, 
Mexico, Central and South America, but ours was a partly de- 


veloped country where interest rates were attractive, and our 
[Sor] 
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public did not have to seek far to find a field for investment, nor 
did we have su.ficient knowledge of foreign countries to feel 
confidence in their credit. The financial capital of the world was 
London, as it had been Amsterdam previous to the Napoleonic 
wars; while France, Germany, Holland, Switzerland and 
Sweden also contributed large sums to the international mar- 
kets. America was a debtor nation. It was in a moment of 
time, however, that we became the principal money. market 
of the world. There were many factors which contributed to 
this sudden change. Our immense exports during and after 
the war, our newly formed Federal Reserve System, which so 
greatly expanded our credit facilities, our Liberty Loans which 
taught us how to mobilize our resources, combined with the 
advanced state of our own development, and our newly ac- 
quired knowledge of the world, all helped to make it possible 
for us to take advantage of the exhaustion and financial chaos 
which almost everywhere else existed. 

During 1918, while the war was in progress, international 
demands were financed by the national government, but imme- 
diately upon the conclusion of the war the banker resumed his 
occupation of trying to meet the requirements of needy bor- 
rowers. During 1919, some $550,000,000 of new foreign loans 
were issued in this market to borrowers of the very highest 
credit, namely, Great Britain, Canada, Switzerland and 
Scandinavia, with very scattering amounts to Latin America, 
The real problem of post-war finance, that is the rehabilitation 
of nations whose resources and credit had been most seriously 
affected by the war, was not touched. It was out of a bank 
credit to Belgium to purchase wheat that the first effective 
effort in this direction developed. Belgium, of course, was 
starving. Short-term credits totaling $50,000,000 had been 
arranged so that the Government could buy wheat and other 
essential commodities. When these credits began to mature 
the franc had declined from a gold value of 13 cents to 7 cents. 
To repay these gold credits of $50,000,000 by the purchase of 
exchange in a franc worth half of what it was worth when the 
credit was granted seemed impossible. Bankers who had ar- 
ranged the credits were approached by the government and 
asked in the emergency what could be done. The bankers 


didn’t know. Perhaps they could float a loan of $25,000,000. 
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They would do what they could. After long and careful de- 
liberation, a loan bearing 7.5 per cent interest, payable by lot 
at 115 over a period of twenty-five years, was agreed upon. 
Every resource of publicity was used, and finally, urged on by 
the feeling that the sympathy of the American public would 
respond to Belgium’s appeal for aid, in June, 1920, a nation- 
wide banking group, composed of the strongest banks and 
bankers in the country, was organized to issue $50,000,000 
bonds. The subscription books were kept open for three days, 
avery unusual procedure ; every resource the banker could com- 
mand was used to induce subscription, and finally the books 
were closed with a subscription of $53,000,000. The loan was 
over-subscribed and a very vital step forward in our entry into 
the field of international finance was accomplished. Loans to 
France and Italy soon followed and then the first industrial loan 
to Belgium. The work of rehabilitation was begun and has con- 
tinued up to this time. In 1921 there were additional loans to 
France and Belgium, and a largely increased demand from 
Latin America. Australia was added to the list of borrowers, 
and 1922 added Czechoslovakia, Netherlands, Jugoslavia, Dutch 
East Indies and the first corporation loan to France. In 1923 
came the first loan fathered by the League of Nations, that to 
Austria, also loans to Finland and Japan. During 1924 were 
made the first loan to Germany to consummate the Dawes Plan 
and League of Nations, loans to Hungary and Greece, a large 
loan to Japan, and the first loan to Japanese electric light and 
power companies. In 1925 there were very heavy loans to Ger- 
man states, municipalities and industries ; the first Italian indus- 
trial corporations of importance borrowed here, and there was 
heavy borrowing by Japanese public utilities. In this year 
Holland, Switzerland and Sweden, who had been heavy bor- 
rowers, did not appear and began to repurchase their own 
dollar securities. Nineteen twenty-six added Bulgaria and 
Luxembourg to the list of borrowers, and 1927, Estonia and 
the Free State of Danzig. So that now a very large majority 
of the nations of the world are our debtors, and several who 
are not would like to be. 

Looking back over the period from 1919 to the present, 
financial progress seems to have been made very normally dur- 
ing very abnormal times. At the beginning of the period lack of 
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confidence in European stability and credit, and lack of knowl- 
edge of world finance, was combined with the fact that every 
credit facility of the country had been employed to aid in 
the prosecution of the war, and comparatively little invest- 
ment capital was available. Canada, her provinces, munici- 
palities, and industries were so well known to us that they 
could borrow on terms only slightly less favorable than the 
terms required of domestic borrowers. Among South Ameri- 
can countries, Argentina, Chile and Uruguay were best re- 
garded by American bankers. In the other hemisphere, the 
credit of England and her dominions, Scandinavian countries, 
Holland and Switzerland were rated highly, and so it was to 
them that our first loans were made. For other countries to 
obtain capital required courage and effort on the part of the 
banker, and it was the other countries, of course, who most 
needed assistance. The episode of the loan to Belgium was 
repeated time after time with other countries; in fact, with 
practically every new country which came to this country for 
credit. Every resource of the banker and the press have had 
to be used to familiarize the investing public with financial, 
economic and political conditions in France, Italy, Czechoslo- 
vakia, Jugoslavia, Austria, Hungary, Germany, Greece, Japan, 
the Dutch East Indies and the countries of Latin America. 
In each case the original borrowing has generally been 
for the national government. Once the financial condi- 
tion of the country has become known and favorably con- 
sidered, the municipalities and industrial corporations have 
quickly applied for and received the capital necessary to 
carry on the reconstruction planned and begun by the 
central government. Briefly, to tell of the history of the 
financial reconstruction of any one country by itself would 
take much more than the time allotted to me. There was bor- 
rowing to balance budgets before the political situations would 
permit of taxation sufficient to make income equal expenditure, 
and borrowing to transfer the floating debt from a country to 
us because the nationals did not have sufficient confidence in 
their own country to renew their short advances; there were 
the over-issue of bank notes, the depletion of bank reserves, 
the unfavorable balance of trade, each factor a problem in it- 


self; finally there was a reconstruction programme in which 
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each element was provided for and a loan, generally inter- 
national in character, to provide gold cover, to help carry the 
budget until new taxes provided by the plan could be collected 
and confidence restored and capital repatriated. Finally, there 
were loans to states and municipalities for public works to 
provide employment, to mortgage banks for reloaning to 
farmers in order that food might be provided, and to private 
corporations to buy raw materials and to modernize their plants 
so that the industries of the country might compete with the 
industries of the world and restore a proper international 
balance of trade without which the nation could not exist. 
That is a short résumé of what has happened in many countries 
of the world in the last few years. In some the programme 
has been complete, in some the problems have been less in 
number, and the bankers’ difficulties have thereby been dimin- 
ished. 

Consideration of this résumé will show that out of necessity 
many initial loans were for purposes far from productive, but 
that there has been a gradual progression toward loans of a 
productive character. In the early years after the war it 
could not have been otherwise. The nations had first of all to 
fund the carry-over from the war, and in many cases to find 
food for a starving population. Gradually, as the reconstruc- 
tion has progressed, the capital supplied has come to be used 
almost entirely for productive purposes, and the banker is more 
and more requiring that this shall be the case. The period of 
financial reconstruction is now nearly at an end. The return 
of France and Italy to a gold standard at a not very distant 
future date seems not difficult of realization. There are still 
countries which need a doctor, but they are the smaller nations 
that do not so vitally affect the welfare of Europe. This 
must not be taken to mean that Europe has left her financial 
problems behind her. That is far from the case. Each coun- 
try has immense problems; but they are, for the most part, 
problems that intelligence, industry and saving will solve. 

The foregoing paragraphs have referred largely to Europe, 
but they are applicable to a lesser extent to Canada and to 
Latin America. They, too, had their post-war problems, their 
unbalanced budgets and their floating debts, but in general 
their borrowings were of a productive character sooner than 
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those of Europe. Nothing, of course, has been said of Russia 
and China. Their capital requirements in recent years have 
not been a cause of concern to the banker. 

During the years under discussion we have publicly issued 
in this country, according to figures of the United States De- 
partment of Commerce, loans to foreign borrowers aggregating 
about $7,000,c00,000. Of this amount $3,000,000,000 went to 
Europe, and of this approximately $1,100,000,000 to Germany; 
$1,500,000,000 were loaned to Canada, $1,600,000,000 to Latin 
America, and the balance to the rest of the world. The above 
aggregate is regarded as a very conservative figure and some 
statisticians have compiled an amount considerably larger. The 
figure does not include enormous amounts of capital provided 
by domestic corporations in connection with the extension 
of their business in foreign countries, such as Armour, Swift, 
General Electric Company, Singer Sewing Machine Company, 
Ford Motor Company, Aluminum Company, International 
Paper and others too numerous to mention. The amount 
which has been expended outside of the country by such cor- 
porations is impossible to compile accurately and difficult to 
estimate. Some figures are as high as $5,000,000,000. But 
it is probably little exaggeration to say that within the last 
eight years we have placed abroad $10,000,000,000 of capital 
in every quarter of the world for every purpose. States, muni- 
cipalities, mortgage banks, railroads, public utilities, industries 
of every nature; in Canada, paper, pulp, automobiles, alum- 
inum ; in Latin America, sugar, copper, nitrates, meat products, 
oil; in Europe, steel, electricity, fertilizer, chemicals, mining; 
from everywhere for every purpose demands have poured in. 

Financial world reconstruction has not, of course, been ac- 
complished with the aid of America alone. Always England 
has contributed her knowledge and experience, and, within an 
amazingly short time after the war, her money. Almost en- 
tirely by herself she has taken care of the financial needs of her 
dominions and her colonies, excepting Canada and some in 
Australia. In spite of her numerous war losses she has, dur- 
ing the last four years, shared largely in loans in all parts of 
the world, and though she cannot now be as lavish of her re- 
sources as formerly, she loaned externally during 1926 about 


£122,000,000. Holland, Switzerland and Sweden, to a lesser 
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extent, as soon as their exchanges permitted, shared in many 
international loans. We are, therefore, not alone as a lending 
nation, nor should we wish to be, but we have joined the list 
of creditor nations, and until some catastrophe changes the sit- 
vation, will doubtless remain so. In all that has been accom- 
plished during recent years, there has been constant and 
increasing cooperation among international bankers. It is 
earnestly to be hoped that this will further increase and con- 
tinue. It will greatly aid in international understanding. 

So far the discussion has tried to show how we have gone 
through a very abnormal period, whose end seems near; how 
in cooperation with other nations we are now lending through- 
out the world for productive purposes; and how we have come 
to the point where we must consider the future. 

From the bankers’ viewpoint, nations may be divided into 
three classes: developed, partly developed and undeveloped. 
Developed nations, under normal conditions, are not borrowers. 
The post-war period of finance will have ended when the de- 
veloped nations cease to borrow. Germany must be excepted 
from this statement, as reparations make her position abnormal. 
Now if developed nations are not normally borrowers but 
lenders, it is obvious that demands for loans from many coun- 
tries of Europe, to which we are now lending, will cease, and 
that our future demands will come from the partly developed 
and undeveloped regions of the world. The first thing we can 
count on in the future, therefore, will be to continue as we have 
now begun, to furnish capital to partly developed countries 
all over the world for their normal development, just as it was 
furnished to us by England and by other countries prior to 
the war. Loans will be made for purposes very similar to 
those for domestic loans, and it will be more or less easy to 
interest the public in them as the character of the domestic loans, 
which they resemble, is popular or unpopular with our investing 
public. Requests for capital for some traction companies may 
have difficulty, irrespective of their intrinsic merits. Power 
and light companies will find a cordial reception. Some fer- 
tilizer and textile companies may be inspected with great cau- 
tion, while steel and electric manufacturing companies will 
meet approval. We will, also, doubtless directly, or through 


holding companies, acquire ownership of or an interest in, 
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various enterprises, as is contemplated by the American and 
Foreign Power Company, the International Telephone and 
Telegraph Company, or the International Match Company, 
In other words, we will share in the growth and development 
of various countries as we share in our own growth and de- 
velopment. The more accustomed we become to foreign fields 
the more varied will be our interests. Little by little as capital 
becomes more confident and experienced, we will join in the 
development of undertakings of a more hazardous character 
until we gradually become closely associated with the develop- 
ment of the undeveloped countries. The era after the Napole- 
onic wars was an era of world expansion of trade and industry 
made possible by the application of steam to industry, and by 
the opening up of new territory through the building of great 
railroad transportation systems in various parts of the world. 
Prior to the outbreak of the Great War, economic pressure was 
again exerting its influence towards various new railroad-build- 
ing programmes of which the war, of course, prevented the 
completion. Now again, however, we see these programmes 
revived and extended. In North and South America, Africa 
and Australia important railroad projects are under way, 
carrying along in their wake the movements of population and 
the building of territories, which are a necessary adjunct of 
the projects. We can look forward to very great and im- 
mediate development of the character that followed the 
Napoleonic wars. Our capital will join in these new develop- 
ments and doubtless in Africa we will help to consummate the 
dream of Cecil Rhodes of a Cape-to-Cairo railroad, or in some 
other part of the world will supply the capital for another Suez 
Canal, or a Nile Valley development. 

Today, moreover, a number of elements combine with steam 
to make great developments possible. Vast areas, which were 
previously uninhabitable by white races, and some even by 
native blacks, are made available through the great progress 
of medical science in the control of sanitary conditions. Ameri- 
can engineers succeeded in building the Panama Canal when 
the French failed, not because they were better construction 
engineers, but because they could control sanitary conditions. 
When the Belgians built the first railway past the falls of the 


Lower Congo, their laborers died like flies. Today they are 
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widening and improving the railway with little, if any, diffi- 
culty in that respect. There are other factors that must be 
considered of vital importance in modern development, three 
of them of a major character; electricity, the internal com- 
bustion engine, and the great improvement in technical pro- 
cesses of production, with particular respect to chemistry. 

One of our prominent public utility operators has a conun- 
drum which he is fond of asking. It is this: If a public utility 
company has gross earnings of $30,000,000 a year, and these 
earnings increase at the rate of 10 per cent a year, and it takes 
$4.50 of capital to produce each dollar of gross earnings, how 
much new capital will that company need in the next twenty 
years? I am not going to give you the answer to that parti- 
cular problem, but I am going to apply it to the power and light 
companies of the country, as a whole, and the answer is that 
on that basis over a period of the next twenty years they will 
require $65,300,000,000 of new capital. So that you may not 
feel that this figure is too fantastic, I will say that during the 
last eight years the gross earnings of the electric power and 
light companies of the United States increased an average of 
more than II per centa year and $4.47 was required to produce 
$1.00, of gross revenue. Remember that the rest of the world 
is far behind us in the use of electricity. Apply this formula, 
and assume that they will try to catch up to us, and see where it 
leads, and then add to power and light companies, telephone 
companies, telegraph companies, radios and the other vast uses 
of electricity. 

The internal combustion engine probably spells to all of us 
automobiles, trucks, busses, tractors and aeroplanes, in spite of 
its countless other uses. There are in this country 22,000,000 
automobiles, trucks and busses against 5,500,000 automobiles, 
trucks and busses in the rest of the world. From the point 
of view of capital demands, visualize only the amounts re- 
quired for road construction, which would be necessary out- 
side of countries where good roads now exist, if a small per- 
centage of our requirements at some time seemed necessary to 
the rest of the world. As for improvement in technical proc- 
esses, one has only to consider the constant stream of visits 
to this country by committees of foreign industrial experts to 
study our manufacturing methods, and the loans which have 
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been made by us to various industries to rebuild their plants in 
order that they might place themselves in a position to com- 
pete for world trade. Or one might mention an expenditure 
by the Bethlehem Steel Company of $150,000,000 during the 
last four years almost solely to reduce costs, not to increase 
tonnage. Another good example is the fact of Germany’s im- 
ports of nitrates before the war to the amount in 1913 of 
775,000 tons, while today she exports more than she imports, 
and the consequent damage to the Chile nitrate companies 
who are now, on their part, developing a process which will 
permit them again to produce their product on a most fav- 
orable competitive basis. And there is the distillation of coal 
for oil, now apparently commercially profitable in Germany, 
and a thousand and one other things each tending to economy, 
but requiring capital to install. 

There is one last demand for capital which requires con- 
sideration and it is a most agreeable one. It is the demand 
created by the improvement in standard of living, occasioned 
by industrial progress and world development. It needs no 
words to describe to you the character of this demand. You, 
who live in a surrounding in which the standard of living is 
the highest the world has ever known, see it all around you. 

One more word. Bankers are often regarded as pretty hard 
individuals. Some of them are, but I should hope rather that 
they might be thought of as trying by caution and sound judg- 
ment to safeguard the interests entrusted to their care. Upon 
them falls much responsibility for the uses to which capi- 
tal is put. It is not an easy task to guide it into productive 
channels ; and one sees every day, on every side, failure of in- 
dividuals and of corporations to do so. The great steel com- 
panies of this country with their experienced and efficient man- 
agements, in normal times earn less than six per cent on their 
invested capital. In these years which are before us it is go- 
ing to take knowledge, judgment, caution and patience on 
the part of both bankers and investors in order that America 
may intelligently accept her responsibilities and reap fully 


the benefits of her position as a creditor nation. 
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O. K. DAVIS 


Secretary, National Foreign Trade Council, New York 


66 Ts Relation of Foreign Investment to the Flow of 


World Trade” is a subject which comprehends, 

in my judgment, much more than can be fully 
discussed in one such paper as mine. Consequently, I am 
going to take the liberty of narrowing its scope somewhat 
materially. I shall consider that what the Program Committee 
really had in mind was American investment in other coun- 
tries, and its relation to the American export trade, and that 
it did not desire an attempt at consideration of the whole field 
of British, French, Dutch and other investments in Bolivia, 
Chile, China and all the other hundred and odd territorial 
divisions of the world, with any consequent effect such invest- 
ments might have upon the imports and exports of all of them 
combined. 

It is sufficiently intricate, complicated and difficult, even with 
this limitation, to set forth anything that is susceptible of 
real proof and that warrants a statement of positive and fair 
conclusions. Vast volumes of words have been uttered, writ- 
ten and printed on this theme. A considerable variety of 
opinion has been expressed. Much more than a modest mod- 
icum of contention has been aroused, chiefly, it seems to me, by 
the lack of precision with which one side or the other, or both, 
have set forth their views. 

It has been attended, moreover, by one spectacle which, tc 
me at least, has been both amusing and irritating. There 
has been a tremendous tearing to pieces of straw men. The 
destruction has been incalculable. I doubt whether the joy 
this has rendered the destroyers is sufficient compensation for 
the waste of good straw. 

The discussions of these meetings ought to deal with a 
maximum of fact and a minimum of assumption. But the 


debate of the investment and trade question has partaken very 
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largely of the chief feature of the average tariff talk, assump- 
tion of the post hoc ergo propter hoc variety. 

Certain facts stand boldly forth in the trade and investment 
records of the United States for the last twenty-five years, 
Take South America, for illustration. In 1890 only Io per cent 
of South America’s imports came from the United States. At 
that time our investment in the southern half of the western 
hemisphere was little better than negligible. In twenty years, 
that is, just before the outbreak of the world war, our trade 
had grown so that we were supplying about 14 per cent of 
South American imports. Our investment there had expanded 
to about one hundred millions in the same period. 

But in 1925, the last year for which we have the full trade 
figures, we supplied more than 28 per cent of South America’s 
imports. And our investment there had grown to something 
like one and a half billions. We are selling merchandise to 
South America today at the rate of more than a billion a year. 

Consider Central America. In the four-year period from 
1910 to 1913 we furnished, on the average, fifty per cent of 
Central American imports. Today we are furnishing more 
than sixty-five per cent of them. There, too, our investment has 
grown to well over a billion, and is approximately, barring 
recent financing, equal to the figures for South America. 

It is to be noted, moreover, when considering these per- 
centages of their imports, that total imports for both Central 
and South America have increased encrmously during these 
years, save that the actual gain in volume of trade is much 
larger than the mere percentage figures show. 

It is difficult to deal in general terms with our capital ad- 
vances to South America. In the Argentine and Brazil, for 
instance, such advances have largely taken the form of loans 
to national governments, provinces and municipalities, with 
little, if any, accompaniment of American managerial partici- 
pation. In both these countries there has been a certain 
amount of private American investment in productive enter- 
prise, with a certain measure, sometimes complete, of American 
managerial supervision on behalf of the investors. 

In Chile, on the other hand, private investment has been a 
very large factor in American capital advances, notably in the 
copper and nitrate fields, and loans to government or muni- 


cipalities are probably subordinate in volume. 
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But in all these countries both loans and private investments 
have surely helped to increase purchasing power, immediately 
or remotely, and consequently have tended to stimulate trade. 

Now take a brief glance at Cuba. In 1902, when we set 
up the first free government for that country, she had a popu- 
lation of just over 2,000,000 and a total trade of about 
$70,000,000. Today her population is about 3,000,000, a gain 
of 50 per cent. But her total trade is over $600,000,000, a 
gain of something like 700 per cent. Meanwhile, American 
investment in Cuba climbed to the colossal figure of a billion 
and a half, approximately equal to that in all of South 
America, or all of Central America. 

These figures begin to look like proof that investment is a 
trade developer, but they are by no means the whole of the 
story. If I were to attempt to deal technically with my sub- 
ject I should start, I suppose, with an analysis of the term 
“foreign investment” to try to see exactly what it means: 
loans, flotation of securities, individual purchase of securities, 
or individual purchase of property intended to be productive 
in some way, loans by one government to another, by banks to 
a government, by banks to banks, or by banks to corporations, 
andsoon. It would require very much more time than I have 
been able to give, to prepare such an analysis, and the rest 
of this month, probably, to present it. 

American investment, as I shall use the term here, means 
rather the putting of capital into productive enterprise by men 
who expect to participate in the management of that enter- 
prise directly or by representatives, and to profit from the 
result, rather than the purchase of bonds or stocks by investors 
who want to put their savings where they believe they will 
get a sure and safe return without having to bother to look 
after the business all the time. 

Precisely that, as I understand it, is the character of the 
great part of American investment in Cuba. It has gone into 
enterprises that increased the productivity of Cuba and facili- 
tated the trade in the products. Such investment, it seems to 
me, is always bound to increase trade. Cuba, for instance, has 
produced very much more sugar, because of those American 
dollars, than she ever would have made without them. In 
a case of that kind the relationship between foreign invest- 
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ment and the flow of world trade is direct, immediate and 
plain. 

But the cases are by no means all of that kind. Foreign 
investment is a thing of infinite variety. It ramifies all across 
the horizon, and at the other pole from the Cuban case cited 
we have such a case as the famous Tijuca Drive about Rio, 
The lenders of the ten or fifteen millions of borrowed American 
dollars which built that beautiful drive will have to search 
long and earnestly to discover any way in which that road 
earns a nickel toward the service of the loan. This helps illus- 
trate, also, the difference between an investment, of the Cuban 
sort I have been talking about, and a loan. If the American 
lenders of the money that built the Tijuca Drive had been in- 
vesting it in the enterprise for themselves, instead of the bonds 
of the city of Rio, they would have made it a toll road with 
charges high enough to get interest and amortization. 

Loans, however, are probably seldom as unproductive as 
that which built the Tijuca Drive. Even loans to governments 
and municipalities, go for the most part, I presume, into some- 
thing that yields some kind of return with which to meet the 
service obligation. And so, presumably, most loans also have 
their effect in stimulating trade. It seems a fair assumption. 

But proof is a different thing, and if anyone is inclined to 
accept the fact that the trade of a country to which foreign 
loans have been made, or in which foreign investments have 
been placed, has expanded thereafter, as proof that the loans 
or investments caused that growth, he is likely to meet some 
cases that will give him a little pause. For instance, Ameti- 
cans have loans and business investments in China to the aggre- 
gate of seventy million dollars. These are intended and 
supposed to be directly productive. We also have uplift in- 
vestments in China, for missions, schools, hospitals, and the 
like, aggregating $80,000,000, remotely and indirectly, if at 
all productive. Now the total of foreign loans and invest- 
ments in China is about $2,500,000,000; that is, six per cent 
of the foreign investment in China is American, counting 
both business and uplift. But we have over eleven per cent 
of China’s trade, and it has made, roughly, the same forward 
strides in the last twenty years that our trade with other parts 
of the world has made, including some parts where our in- 
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vestment has grown with great rapidity and is now very large 
in volume. Which is only another way of saying and showing 
that even though loans and investments may be a strongly in- 
fluencing factor in trade stimulation, perhaps even the chief 
factor, there are other factors which must be taken into ac- 
count, and some of these obviously have been at work in China. 

From the point of view of the lender or investor it is true, 
of course, that loans and investments have a direct effect in 
producing exports. No new discovery in economics is an- 
nounced in the statement that the proceeds of a foreign loan 
floated in this country, and the capital of American investments 
in other countries go abroad as merchandise exports, of one 
sort or another at one time or another. I will not pause here 
to discuss the gold and service alternatives. It seems suf- 
ficiently precise to say that every foreign loan and all foreign 
investments probably mean merchandise exports. 

And here we come to that deadly field so widely and 
thickly strewn with the mangled remains of our straw men. 
For there is a great difference of opinion between industrial- 
ists generally on one side, and investment bankers and certain 
professional economists on the other, as to the trade-producing 
effect of foreign loans, and particularly as to whether or not 
the full potentiality of such trade stimulants is always evoked 
by the investment bankers in arranging such loans. 

Here is where the general-in-chief of the army of straw 
men, Field Marshal Tying-in Clause, advances majestically 
upon the line of vision. He is a fellow of at least double, and 
perhaps treble appearance. To the average investment banker, 
loan underwriter, or professional economist, he is of frightful 
and forbidding mien, and possessed of menacing, if not lethal 
potentialities. But to some industrialists, though I am glad 
to be able to say advisedly, not to all industrialists, he is a 
figure of mildness and hope, filled with possibilities of great 
things. Very likely one opinion is as good as another about this 
figure which has been the center of so much discussion in this 
country since the United States became a creditor nation. 
Both have points of merit and both have points of no merit. 

I will not pause to define the tying-in clause. No doubt 
everyone in this room fully understands it. I merely say that 
I personally hold with the fairly large group of American 
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business men who believe, that although there are many cases 
of loans to which the tying-in agreement, whether by specific 
stipulation in the loan contract or by understanding reached 
during the loan negotiation, is not applicable, and should not 
be used or sought, at the same time we believe that there are 
cases where it would be applicable, where the understanding 
might be reached, and where continuing benefit to American 
trade would result. And we ask our investment bankers al- 
ways to have this possibility in mind when they are negotiating 
a foreign loan, and to see to it that if the possibility does exist, 
it is not neglected. 

Now I submit that that position is very different, essentially, 
from what the investment bankers and some professional 
economists habitually describe as the demand of the indus- 
trialists. I have heard scores of speeches and read more 
scores of articles and hundreds of editorials in which speakers 
and writers asserted that the demand, if you please, of the 
industrialists, is for use of the tying-in clause as a condition 
precedent to the granting of any foreign loan. 

That is a straw man, and nothing more. During the six or 
seven years in which I have been giving considerable attention 
to this subject, I have known only one American industrialist 
to advocate even the general use of the tying-in clause, and 
none to advocate it as a condition precedent. The subject has 
been presented to each of the last five or six National Foreign 
Trade Conventions, and from each has come the same declara- 
tion, asking the investment bankers always to keep in mind the 
possibility of promoting our foreign trade, and whenever they 
find it feasible to arrange, if they can, for expenditure of part 
of the loan proceeds in the United States. 

Why the bankers and economists habitually ignore this rea- 
sonable position in their public utterances I do not know. Why 
they seem always to feel it necessary to trot out the “ condition 
precedent” straw man and furiously tear him to pieces I can 
never imagine. But that is precisely what, for the most part, 
they do. I once heard one of our most distinguished invest- 
ment bankers, a great authority on foreign relations, deliver 
a vigorous argument for half an hour on the folly of trying 
to enact a law to make the tying-in clause a condition prece- 


dent of foreign loans, and when I asked him who advocated 
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such a law he could not, or at least did not, name a single 
person. 

There is another straw man whom the banker-economists 
love to parade. That is the proposition that use of the tying- 
in clause would force the poor defenseless borrower to buy 
what he needs, in the most expensive market, to his great 
disadvantage. We have all heard that alleged argument 
until we can say it backward in our sleep. What I want to ask 
the makers of this argument, and I am glad to have this oppor- 
tunity of doing so, is why they habitually assume that the 
United States is the most expensive market in which foreign 
borrowers of our dollars can buy, and why they habitually 
assume that if the foreign borrower does buy here he does so 
to his own disadvantage. 

These questions at once lead to several more. One of them 
is, what attention do the users of this argument pay to the 
trade figures of the United States, and how do they explain 
them? How does it happen that if this is the most expensive 
market, and foreigners buy here to their disadvantage, they 
keep on buying here, year after year, in increasing numbers 
and expanding quantity? We are exporting today, and for 
years have done so, many millions more than any other coun- 
try on earth. By far the largest single class of our exports 
is finished manufactures. If we take in finished and semi- 
finished manufactures, and manufactured foodstuffs, we have 
about two-thirds of our total exports, and that total runs close 
to five billion dollars a year. It requires 1,183 categories in 
the Department of Commerce statistical records to give the dif- 
ferent classes under which American goods are exported, and 
the statisticians have to do some very strong-arm grouping to 
keep the list from being much larger. If the foreign buyers 
of even a small portion of all these exports are buying to their 
own disadvantage, all I can say is that a tremendous number 
of poor devils all around the world are getting badly stung. 

But, of course, they are not buying at a disadvantage. 
They are buying at a great advantage. No one knows it so 
well as they. That is why they keep coming back for more. 
That is why our exports keep growing. That is why we sold 
more to Latin America last year than England, France and 
Germany combined, sold. That is why their percentage of 
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that trade is going down while ours is going up. That is why 
they are promoting the most vicious anti-American propaganda 
throughout South America that has ever been seen, and that 
is why this furious propaganda has not dented our trade. 

But I hope the straw men are nearly all used up. Before 
long, I hope, the discussion, if it has to continue, will get down 
to the real facts in the case. Imagination, fancy and preju- 
dice will play smaller parts. 

New foreign loans, it may be takca for granted, mean new 
exports. New foreign investment may, and probably does, 
mean new exports. The point I urge is that if the loan under- 
writers and investors have the will to help build up our foreign 
trade, and keep the possibility in mind when lending or in- 
vesting, they may occasionally, perhaps often, shape matters so 
that continuing exports will follow the new ones. And that 


is the heart of the matter. 
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RELATION BETWEEN REPARATIONS AND THE 
INTERALLIED DEBTS 


ROLAND W. BOYDEN 


Boston, Mass., formerly Unofficial Delegate of the United States 
upon the Reparations Commission 


HE foreign governments which are our debtors have 
T always insisted upon the close relation between repara- 
tions and their debts to us. They have always wished 
and tried to have them discussed and settled together. The 
United States has consistently refused to admit the relation 
or to permit them to be discussed or settled together. We 
have so far refused ever to put into our debt settlements the 
so-called ‘‘safeguard” provisions—i.e. the provisions which 
call for reconsideration, if Germany fails to pay, or if ex- 
change stability is endangered. 

There are two fundamental reasons back of this stiff attitude 
of our government. They practically determined that atti- 
tude in the beginning, and they are influental now. First, 
recognition of the relation had a strong tendency to make 
reduction, perhaps cancellation, of our debt necessary. We 
knew from the beginning that the reparation debt was absurdly 
high and must somehow and sometime be reduced. If the 
two were considered together, inevitably reduction of our 
claim must be considered. Second, recognition of the rela- 
tion tended to make us the indirect creditors of Germany. To 
put it concretely, our government wanted to collect from France 
or Belgium, but did not want it to appear plainly that their 
pressure upon Germany was based in any measure upon pres- 
sure upon them by the United States. 

The Allies, our debtors, on the other hand, thought that our 
money contribution should be regarded as part of the united 
effort to win, and should not be collected at all. They had 
doubts. of their ability to pay, if they collected reparations, 
and felt sure they could not pay, if they didn’t collect, and 
the thought of paying their own foreign war debt in full and 
canceling in whole or part Germany’s war debt to them was 
intolerable. 
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The United States therefore always vetoed any suggestion 
of considering the two things together. This veto was a very 
serious factor in retarding a sensible reparation settlement. 
There were other serious factors, so that no one can really say 
that the Dawes plan—or some other solution—might have 
come earlier except for the United States’ veto. But we failed 
to help in this obvious way, although we were urging the Allies 
to reduce the reparation debt to a sensible figure, a position 
which always seemed to them inconsistent and unfair. The 
Allies were gradually forced by other factors to the solution, 
the Dawes plan, without our having yielded upon this point. 
And in the solution we insisted upon and obtained on account 
of our legal claims a part—not too large, if we were to take 
any—of the Dawes plan payments, reducing thereby the sums 
coming to the Allies, already utterly inadequate to compensate 
for their losses. 

Then (excepting Great Britain) we used our power over 
private international loans to force our friends and Allies to 
walk up to the captain’s office and settle with us and we did 
this, in the case of Belgium and France, at a time when their 
financial condition was most critical and difficult. The French 
settlement negotiated at this time has not yet been accepted by 
France. 

In those settlements, we adopted capacity to pay as a basis, 
which is a great advance upon our former position of no 
cancellation whatever, though it is a mistake to regard it asa 
real concession. It is not a concession to give up something 
which it is impossible to get. But our estimate of their capacity 
is on a basis which is liberal to them, if we assume that repara- 
tions are to be paid the Allies as provided in the Dawes plan, 
so that our settlements do constitute in effect a slight concession. 

But our attitude, on the whole, has been such that this con- 
cession, whatever it is, and our leniency, not wholly voluntary, 
during the period preceding the settlement, count for little 
or nothing in the general impression we have made upon our 
friends and partners in the war. And in my own judgment 
we have not yet come anywhere near doing the fair thing. 
Take the case of France, for instance. If the situation were 
reversed, if France were in our position, and if we had been 
through what France has been through, and were now in the 
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position in which France is, we should feel that France was a 
terribly hard creditor and had failed to take into account ele- 
mentary principles of fairness. Our general public opinion 
has never been educated to this point of view. About all it 
knows is that France owes a debt which it does not pay. 

Without arguing the question of fairness in detail, I insist 
on emphasizing here one point which has been almost wholly 
ignored, i. e. that the burden which payment imposes upon 
our friends, who are our debtors, is far greater than the bene- 
fit of the payment to us. A dollar means more to them than 
it does to us. 

I should like to see our attitude changed, particularly with 
respect to France, which has not yet made a settlement, but it 
is difficult to see how this change can be brought about now. 
There will certainly be an opportunity sometime ia the in- 
definite future, and it is of that opportunity that I wish to 
speak at the moment. 

Leaving out of account the possible increase of the German 
annuity under the Dawes plan, the top figure of her annual 
payment will be about $600,000,000. The principal of her 
reparation obligation is still $32,000,000,000. So that the an- 
nuity is only two per cent interest with no amortization of the 
principal, and there is at best some doubt of the possibility of 
transfer of the two per cent, though I see no reason to doubt 
that Germany can pay the marks to the Allies. In theory, 
these annuities continue indefinitely. 

If time and experiment prove that the transfer cannot be 
made, then some modification of arrangement must come. 
Whether the transfer of the annuity can be made or not, it is 
obvious that some time the principal of the reparation debt 
must be made to correspond with the possible annuity, and 
that the final end of the annuity must be fixed. It is of no use 
to agitate this question at present, even for us, and for Ger- 
mans to do it as they occasionally do, is pure folly. Time 
and the facts will bring it about. 

But when that time comes, our attitude toward our claims 
against the Allies will again be important. If we stick to our 
theory that there is no relation between reparations and in- 
terallied debts, and refuse to help when the time comes, we 


shall again be an obstacle to the clearing up of international 
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relations, and increase the impression among our debtors of 
our hard-heartedness, and our unwillingness to bear a fair 
share of the war burden. 

What are some of the factors which relate reparations to the 
interallied debts? 

First, both reparations and interallied debts grow out of the 
war. Both make good in part war losses and payments. We 
almost ignore this relation. In the case of reparatons we have 
no doubt that the obligation is just, though there would be much 
difference of opinion as to why it is just. In the case of the 
debts, the fact that our payment took the form of a loan is our 
basic, probably our only, justification. We have to ignore any 
comparison of losses and suffering. We have to ignore the 
comparison between our own financial strength and our debtors’ 
weakness. The best we can say is ‘‘ You owe the money, you 
must pay as much as you can”. 

Second, reparation is an asset of our international debtors. 
As such an asset it is inseparably wedded to their ability to 
pay us. Before our settlement we hardly admitted even this 
obvious relation; but we can now, and do, point with some 
satisfaction to the fact that our important creditors can pay us 
out of their reparation payments. We do point this out, 
though we still refuse to recognize the relation in its most im- 
portant aspect to them. We still refuse to admit a possibility 
of revision of our demands if reparations are not paid. And 
in all this we ignore the fact that reparations ought in justice 
to go first to repair not our own losses, but the far more serious 
losses of our allies. We are taking, on account of our debt, 
money that ought to make good such things as the devastation 
in France and Belgium. 

Third is the fact that they are tied together to some ex- 
tent because of their relation to and their effect on exchange. 
And anything which affects exchange seriously is tied up with 
everything else related to exchange, an international spider's 
web of exports and imports, trade balances, international and 
national price levels, gold reserves, balancing of budgets, cur- 
rency stability. So reparations and interallied debts really 
are married and there is no possibility of divorce. 

There are some very striking illustrations in the arrangements 


our debtors have themselves made of the inevitable tendency to 
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relate the two. The Italian Government has continued a Caisse 
d’Amortissement into which go all receipts from reparations 
and which is to be devoted to payment of its war obligations. 
They cannot afford to devote this money to repairing or re- 
couping their losses at home. Great Britain makes its de- 
mands upon Germany and the Allies dependent upon the 
amount of the United States’ demands upon Great Britain. 
France and Great Britain accepted German obligations in 
payment of part of Belgium’s debt, which we also were to do 
under Wilson’s arrangement which we never ratified. 

In speaking of reparations, one naturally thinks almost 
wholly of Germany, but the fact that other countries are sub- 
ject to a reparation burden ought not to be forgotten. Austria, 
for instance, has been rehabilitated by the League Relief Plan, 
but her reparation burden was not removed. It was post- 
poned for twenty years, and in fourteen or fifteen years Aus- 
tria and the world will again be face to face with it. 

As I have said, our government has refused to discuss repa- 
rations and the Inter-allied debts together, largely because 
such discussion tended inevitably to put the United States 
directly or indirectly in the position of a creditor of Germany 
—directly if we should take reparation obligations in pay- 
ment—indirectly, if the payments to us were made to depend 
on the amount of Germany’s payment to the Allies. 

And yet in substance that is just what is going on today. 
The United States is to a considerable extent substituting 
German obligations to the United States for Germany’s repa- 
ration obligations to the Allies. This is going on not through 
Government operations, but through non-governmental chan- 
nels. The flood of our long-time loans, our short-time ad- 
vances and the credit given to Germans by our exporters, is 
in part supplying the exchange which Germany uses to pay 
reparations to the Allies. Incidentally, we should have been 
making the same sort of advances to France, if the United 
States Government had not placed an embargo on loans to 
France, in order to force France to settle with the United 
States. Within reasonable limits this is sound. It is the 
thing which helps to make our exports possible. The fact that 
it is helping to make transfers under the Dawes plan possible 
also makes it desirable. But it is both interesting and amusing 
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to see that our advances are helping to pay reparations and 
that reparations are at the same time helping to pay our other 
loans. 

To how great an extent can this process be carried and still 
be desirable and safe for Germany or for our investors and 
exporters? I do not pretend to know the answer. I can 
see that a considerable part of the huge total of advances to 
Germany in which other nations as well as ourselves partici- 
pate, constitutes a quick call loan payable by Germany in 
foreign exchange, and that every item of it, however long 
deferred by its terms, nevertheless may at any time translate 
itself through attempts to realize into an indirect but prac- 
tically quick call on Germans for foreign exchange. So long 
as exporters and bankers renew credits and investors retain 
confidence, this call on Germany will not be made. But we 
might need the money, or a severe shock to Germany’s inter- 
national credit might be followed by this call. Neither Ger- 
many nor the outside world in general, nor the countries in- 
terested in payment of reparations can afford to have this 
possibility of a call upon Germans for foreign exchange reach 
dangerous proportions. Germany as a whole is somewhat in 
the position of a bank which must be able to meet the calls of its 
depositors whatever they may be. It cannot rely upon new 
depositors to furnish money when old depositors are creating 
a run on the bank. Beyond a certain point, Germany cannot 
safely depend on renewals and new loans and credits to pay 
reparations and old loans and credits, for the payment of 
which it has no excess of exports available. 

Germany has, of course, accumulated resources to meet calls 
upon the country for foreign exchange. Like a bank, it has 
reserves or cover for probable calls, and there is no critical 
situation as yet. But the reparation payments under the Dawes 
plan will increase considerably in the next two years. Even 
assuming that no other factor is affecting Germany’s inter- 
national credit, the increasing importance of this factor attracts 
attention and is naturally leading to more critical discussion of 
Germany’s exchange position. 

Will foreign exchange be available to make possible the 
transfer to the Allies of the increased amount which Germany 
pays in marks? Germany’s reserves, though large, are limited. 
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The excess of exports is not yet apparent and no foreign coun- 
try is helping to make it easy for Germany to increase her 
exports. Obviously, if we or someone else should lend enough 
money to Germany or Germans, exchange will be available, 
but whether such loans will be forthcoming is in the lap of the 
gods, who up to date seem most favorably inclined. I venture 
no predictions, particularly no pessimistic predictions. 

The recent discussions about our advances to Germany have 
centered about one point in particular. What would happen 
to our non-governmental loans to Germany if they came into 
competition with Germany’s reparation obligations? Suppose 
that at some time there should not be enough foreign ex- 
change available, will the use of exchange to meet non-govern- 
mental obligations be restricted? 

We have on this point to deal with the powers of the German 
Government, its obligations under the Treaty of Versailles and 
the Dawes plan, the powers of the Transfer Commission under 
the Dawes plan, and the powers of the Reparations Commission 
under the treaty and Dawes plan. 

The Transfer Commission has power to make transfers, i. e., 
to purchase exchange, but only to such extent as in its judg- 
ment does not endanger Germany’s currency stability. It 
cannot restrict the purchase or use of foreign exchange by 
Germans for other purposes. It can, of course, make sug- 
gestions to Germany herself and Germany is under a general 
obligation to cooperate in making reparation transfers pos- 
sible. 

Germany herself has sovereign power to place legal re- 
strictions on exchange transactions. Such efforts are in the 
long run futile and even harmful and they are now quite out 
of fashion. 

The Reparations Commission’s present powers seem limited 
to the priority given to reparations by Article 248 of the Treaty 
of Versailles, which seems limited to the assets and revenues 
of the Reich and the constituent states. Even this is not 
strictly a prior lien, but what is technically known as a “ float- 
ing charge”’, not applicable when there is no default, and there 
is in my judgment no likelihood of default, for Germany can 
certainly pay the marks to the Allies. The fact that repara- 
tion payments, after being made in marks, cannot be trans- 
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ferred is not a default. There are other features which seem 
to safeguard Germany’s non-governmental obligations against 
the possible application of Article 248, but we need not go 
further. 

This rough analysis of the legal possibilities shows no cause 
for alarm. But as a matter of fact it is hardly worth while to 
consider the legal technicalities. The fundamental safeguard 
in the situation is the obvious fact that it would be financial 
folly for any one to place obstacles in the way of providing 
exchange for the service of these non-governmental loans. 
Germany’s credit is bound up with them. Any failure to meet 
them would destroy that credit. Reparation payments are de- 
pendent on Germany’s credit. It took five years after the 
Armistice to drive this lesson home and make the Dawes plan 
areality. It is inconceivable that any government should ever 


want to learn that lesson over again. 
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AMERICAN INVESTMENTS IN SOUTH AMERICA 


RAY MORRIS 
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is so huge that the treatment of it must be defined and 

limited in advance. In order to bring this paper 
into manageable limits I am going to confine my discussion 
mainly to a consideration of these investments as they would 
naturally be viewed by an American banker, and by those to 
whom he gives investment advice. The complex, kaleido- 
scopic, colorful background of historical, political and racial 
problems interwoven with the economic problems, has got to be 
dealt with too, but only as a background. For comment on 
these background points, I still prefer to rely on Lord Bryce’s 
book,* although it was written some fifteen years ago, and 
I shall occasionally refer to it. 

American investment in Latin America (including Mexico, 
Central America and the islands of the Caribbean) is of 
two kinds: investment in corporate development as a proprie- 
tor, and investment in bonds as a creditor. These two types 
of investment occur in states or groups of states, where the 
United States appears to have four different kinds of relation- 
ship. Thus, in Mexico, we seem to be exceedingly unpopular, 
and the policy of our Government there may perhaps be char- 
acterized as baffled optimism, without any particular sense of 
direction. In Cuba, Porto Rico, Haiti, San Domingo, the 
Virgin Islands, Nicaragua and Panama, it seems to me that 
we exercise varying degrees of direct influence, ranging from 
a definite legalized status to a highly doubtful one. In this 
second group of states, however, I should say that our gov- 
ernment had displayed courtesy and lofty motives, tempered 
at times by specific considerations focusing on the political 
and military aspects of the Panama Canal. A third group of 
states might well include those portions of Central America 


oi subject of American investments in South America 


1 South America: Observations and Impressions, by James Bryce (New 
York, 1912). 
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where we have not exercised any of the attributes of suzerainty, 
but are feared and disliked because of our relations with the 
neighbors of these states. A fourth group comprises the states 
south of the Canal, where our own attitude is one of respect 
and friendship, but where we are nevertheless subjected to a 
good deal of suspicion and criticism, at least in certain quar- 
ters, because of our policies north of the Canal. 

In this brief summary of our varying relationships with the 
group of countries that we call Latin America I cannot, for 
the purpose of this paper, attempt to be more specific. Per- 
haps this part of the subject may be summarized by saying that 
the group of countries in which we have made the vast invest- 
ments hereinafter described, have shown a certain natural 
sensitiveness to our political and economic power, and that 
in general their affection for us seems to vary inversely as 
do their respective distances from us! 

The amount of our investment in Latin America is very 
large, but is not capable of precise calculation. Standard 
sources of information vary considerably in their estimates. 
The Foreign Securities Committee of the Investment Bankers 
Association estimates the total advances to South America, 
covering both securities and short credits made by the United 
States during 1926, at $508,000,000. I understand that this 
figure contains a total of $324,000,000 for government, state 
and municipal loans, and of $174,000,000 for advances to cor- 
porations. These figures do not include either Cuba or Cen- 
tral America. 

According to the same authority, the total amount of for- 
eign securities bought by the United States during the year 
ending June 30, 1927, was $1,350,000,000 as compared with 
$1,100,000,000 during the previous twelve months. Of the 
total flotations (although the fiscal years are not identical), 
South America seems to contribute at least forty per cent. 
By Dow, Jones and Company’s calculation, our total foreign 
financing for the first nine months of 1927 amounted to $1,- 
315,000,000, divided between $718,000,000 government loans 
and $597,000,000 corporation offerings. Of this total of 
$718,000,000 government loans, Latin American countries 
contributed $269,000,000 and European countries contributed 


$229,000,000. Of the total of $597,000,000 corporation offer- 
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ings, Canada contributed $358,000,000 whereas Latin America 
contributed only $42,000,000. 

There was another important figure in the Foreign Securi- 
ties Committee report to the Investment Bankers Association 
this year. A comparison of the public issues of foreign se- 
curities by the four great capital-exporting countries in the 
year 1926 is set forth as follows (amounts all converted to 
American dollars) : 


$1,134,000,000 
560,000,000 
116,000,000 


The importance of these figures from the standpoint of the 
present discussion lies merely in the obvious inference that 
from now on, for as long a period ahead as we can see clearly, 
it is reasonably certain that the major part of whatever foreign 
financing is done by South America will have to be done in the 
United States market. 

The Halsey Report to the Department of Commerce, issued 
in 1918 and brought up to 1924 with reference to Argentina, 
Uruguay and Paraguay, points out that before the war the 
interests of the United States in South America, other than in 
mines and the packing industry, were negligible. Great 
Britain has long been the largest investor in South America 
and the Halsey report estimates the total of her investments 
there, as of 1918, in excess of $5,000,000,000. There are no 
exact figures available as to the extent of French investments, 
but these are taken as being in excess of $1,500,000,000. 
German investments were also very large, but not specifically 
calculated in the report. Large as the current figures of 
United States investments are, therefore, it will obviously be 
a good many years before we arrive at a total investment as 
great as that already held by Great Britain. 

With this partial statement of the problem, suppose we look 
first at what may be called the physical nature of this invest- 
ment field and then perhaps in somewhat greater detail let us 
consider what may be called the administrative, or control 
machinery. 

Lord Bryce says in his book, South America: 

[829] 


| 

| 

| | 


32 AMERICA AS A CREDITOR NATION [Vo.. XII 


The most interesting of all the considerations which a journey to 
South America suggests are those which concern the growth of these 
young nations. What type of manhood will they develop? What place 
in the world will they ultimately hold? They need fear no attacks 
from the powers of the Northern Hemisphere and they have abundant 
resources within. Their future is in their own hands. 


Lord Bryce reminds us further that there has been no war 
other than civil war in South America since 1883, when peace 
was made between Chile, Peru and Bolivia, and that most of 
the causes to which European wars have been due are absent 
from this continent. There are no religious differences, race 
questions or hostile minorities to deal with. There are, how- 
ever, questions still unsettled relative to national boundaries, 
as we have been so recently reminded by the Tacna-Arica 
controversy. 

It is characteristic of all these countries to have huge ex- 
ports of raw materials, subject, like raw materials in general, 
to rather big swings from one year to another, and producing 
in general a favorable trade balance year by year, although 
there are exceptions to this. Merely to illustrate the magni- 
tude of these figures, the exports from Argentina in 1925, cal- 
culated in American dollars, appear to have been about $837,- 
000,000; from Brazil, $480,000,000 and from Chile, about 
$228,000,000. Exceedingly large exports and large export 
balances are normally also furnished by Peru and by Colombia, 
although both in 1925 and in 1926 Colombia was slightly a 
debtor on balance. 

An equally obvious tendency, of course, and a perfectly 
proper and natural one in rapidly growing countries with 
great areas, great production, small populations and new 
credit, has been a rapid and progressive increase in borrow- 
ings, and also in foreign capital invested as a proprietor in 
the South American fields. 

It is not many years since the United States was in a 
similar position of a raw material producing country with 
inadequate development capital. Much more recently we 
added to our status as a great raw material country, a newef 
status as a great mercantile and manufacturing country, still 
with inadequate working capital; and we drew heavily on 
Europe, particularly on England, France and Holland, for 
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portions of this working capital. Since the great upheaval 
of the war, we find a situation where, generally speaking, the 
amount of our capital available for immediate development 
work, both in the production of raw material and of manu- 
factured articles, exceeds the current demand, and exceeds 
it by huge figures. A few thousand miles to the southward 
lies a great continent with a commercial and financial develop- 
ment which must be regarded as backward, but with immense 
potentialities as a producer of raw materials. Have we, then, 
in our financial relationships to Central and South America, 
a situation analogous to that which existed as between, for 
example, England and the United States during the gener- 
ation after our civil war?. 

Were this analogy sound and accurate it would suggest the 
theoretical conclusion that the United States of America as 
a creditor country of great wealth would naturally be inter- 
ested in the development of less developed states abounding 
in raw materials, where undoubted financial risks were present 
but were compensated, at least theoretically, by the prevailing 
rate of interest as compared to the rate of interest at home. 

Like many other comparisons, however, the specific points 
of difference in these two situations seem to be quite as con- 
spicuous as the points of resemblance, and the hardest test of 
all to apply is the finding of a simple and fundamental stand- 
ard by which the goodness or badness of a particular loan 
can properly be judged, where the lenders are private in- 
dividuals and the borrowers are to a considerable extent gov- 
ernments with the power to tax. Per capita debts as a stand- 
ard, for example, are quite worthless, unless there is a similarity 
both in the character of the peoples compared and in the char- 
acter of their trade and industry. Even where these elements 
are roughly comparable as, for example, in the respective 
cases of England and Germany, one can start with the very 
obvious fact that England has what looks like an extremely 
high per capita debt, while Germany since the war has an 
extremely low per capita debt, and yet English securities 
sell at a much higher market price than do German securities. 

The little country of Norway, which has suffered greatly 
through a combination of circumstances arising out of the 
peculiar effect of the war on her trade and currency, plus the 
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very gruelling experience of restoring that currency towards 
a gold basis, with the severe trade depression consequent 
thereon, has an extremely high per capita debt and a not too 
satisfactory trade position. Yet the credit of Norway as 
measured in the market price of her foreign obligations is 
higher than the credit of France, Germany, Belgium, Italy, 
all of the succession states and the whole of South America. 

In fact, should the statistician pick out one apparent anomaly 
from the figures before him, he might fairly aver that there 
seemed to be an inverse connection between very high per 
capita debt and good governmental credit. This curious 
statistical fact, suggesting as it does the inference that some 
states have a high per capita debt because they can borrow 
and that other states have a low per capita debt because they 
cannot borrow, might in turn point to the fundamental truth 
that credit seems to be a thing by itself, resting on other ele- 
ments than statistics. 

Moreover, per capita debt figures are particularly mis- 
leading in any country where there is a high proportion of 
uneducated, unprogressive and uncapitalistic native popula- 
tion. It is hard for anyone living in North America, a coun- 
try of capitalists large and small, to apply any statistical com- 
parisons of any value whatever to countries where an exceed- 
ingly high proportion of the inhabitants do not save money, 
although the negro population of the cotton belt furnishes a 
certain comparison. 

Another element which needs to be considered in connec- 
tion with per capita debt, is the ownership of productive enter- 
prises by the state. This is a conspicuous feature as affecting 
the figures in many European countries, for example, France, 
Germany, Norway and Italy, but state-owned enterprises 
again require in themselves careful analysis; sometimes the 
state administration is good; sometimes it is very bad. 

Without burdening the point, the following brief compari- 
son of certain per capita debts in various countries may be 
set forth merely to show that the figures sometimes are value- 
less, or nearly so, as a reflection of national credit. The per 
capita debt in Argentina seems to be about $82 in American 
currency, of which somewhat more than one-half is internal 
debt. The per capita debt in Chile is about $54, mostly ex- 
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ternal. The per capita debt of Brazil is about $57, more than 
one-half internal. The per capita debt of Paraguay is about 
$27, whereas the per capita debt of Uruguay is over $150, but 
the credit of Uruguay is much better than the credit of 
Paraguay. 

These figures, it should be said parenthetically, may be 
regarded as reasonably close approximations but not as being 
strictly accurate. In many cases the population has had to 
be approximated since the last census. In some cases the float- 
ing debts are accurately accounted and in other cases they 
are apparently omitted. In every country which has had long 
recourse to the world markets for capital there must also be 
taken into account external debts created by political sub- 
divisions of the state, such as provinces, cities, etc., and an 
immense amount of research would be required to establish 
a figure in any country whatever which could be related to 
the general population figure as an index of total per capita 
debt. 

It is sufficiently clear, however, that the question of credit 
risk does not rest on per capita debt in South America. Nor 
does it rest, to any controlling extent, or two other leading fac- 
tors frequently stressed in bond circulars :—a favorable trade 
balance and a balanced budget. Trade balances can be quite 
good where credit is quite bad, and, conversely, a country can 
have a visible trade balance normally against it and definitely 
improve its position by further borrowings, if these borrow- 
ings are productive in purpose and not inflative in amount. 
Balanced budgets are, of course, desirable, if honest! But 
many solvent countries of relatively high credit were unable to 
balance their budgets by taxation during the years of recon- 
struction immediately after the war, and loans properly ap- 
plied were a source of strength to them, not of weakness. A 
continued failure to balance budgets by taxation and other 
internal revenues is undoubtedly a danger signal ; a temporary 
failure, occurring under unusual circumstances, need have no 
particular significance. 

Past record on debt service is much more important than 
either of these things, and it should be said quite candidly 
that the past record of South American securities in world 
markets is, in general, bad. These countries have a very new 
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history as independent sovereign states and most of them have 
emerged from a bad political condition precedent. Most of 
them have had a good deal of fighting to attend to, and all of 
them were insufficiently supplied with working capital with 
reference to the nature of the work they had to do. In gen- 
eral, however, the experience in recent years has been good, 
and any analysis of credit risk must take into account three 
quite different periods: the financial history of South America 
from the middle of the last century until after the readjust- 


ments following the Baring failure—which was a bad history; 
the gradually improving conditions from the early go’s lead- 
ing up to the present time, which on the whole furnishes a 
good picture; and then the various elements comprising the 
outlook for the future. Even in the days of difficulty, there 
have been some noteworthy exceptions to the rule. Chile 
claims proudly to be free of default on its external debt dur- 
ing a period of 100 years, and Lord Bryce points out that dur- 
ing the Chilean civil war in 1890 both President Balmaceda 
and his congressional antagonist, each claiming to be the law- 
ful government, tendered to the foreign bond holders payment 
of the interest on the same public debt while the struggle was 
going on. 

The report of the leading London authority is, of course, 
of much interest as bearing on the reviewed and summarized 
history of the past financial performance of South America 
on her loans. There was founded in London in 1868, under 
license from the Board of Trade, an association known as the 
Corporation of Foreign Bondholders, having as its principal 
object the protection of the interests of holders of foreign 
securities placed in Great Britain. The council of this cor- 
poration publishes an annual report containing a good deal of 
carefully collected data regarding countries and handling of 
debts in those countries where Great Britain has had trouble 
with its collections, and at the close of this report there is a 
comparison in tabular form of the principal loans in default. 
This table in the report for the year 1926, lists two defaults 
in Ecuador, four in Mexico, one in Argentina and ten in 
Brazil. The Argentina default, one of the Mexican defaults 
and all the Brazilian defaults occurred on provincial and 
municipal loans. Except for these listed defaults, it is note- 
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worthy that the only other important items in the default list 
of the council are the huge amounts set forth against Russia, 
a total of £1,700,000,000 plus some £744,000,000 interest in 
arrears, and the ancient defaults of eight of the United States: 
Alabama, Arkansas, Florida, Georgia, Louisiana, Mississippi, 
North Carolina and South Carolina. 

It is worth taking a moment here to digress on this question 
of the defaulted debts of the American southern states, be- 
cause there are certain analogies which have value in con- 
sidering the problem of South America. The Council points 
out that the debts listed represent money borrowed for indus- 
trial undertakings and that they have nothing to do with debts 
incurred for war purposes. In the case of Mississippi, for 
example, the repudiated debt was contracted between 1831 and 
1838 and payments in respect thereof ceased in 1841, some 
twenty years before the Civil War broke out. The money 
borrowed by Mississippi was applied to the establishment of 
two banks, but when these banks ceased to be remunerative 
investments the state promptly repudiated its obligations to 
the bondholders. The Council quotes the opinion of the Hon. 
Daniel Webster on this subject, in a letter which he wrote to 
Messrs. Baring Brothers in 1839, but points out regretfully 
that a year or two after Webster gave the Barings an opinion, 
which must in the light of subsequent events be deemed opti- 
mistic, Mississippi not only defaulted, but inserted a pro- 
vision in the state constitution which specifically repudiated 
the debt! 

Reference to this record of failure to perform a non-wartime 
obligation is pertinent, because there was undoubtedly an eco- 
nomic similarity between the position of these states and that 
of certain South American states, resting on the newness of 
their political and economic history, and on their exceptionally 
rapid development. I think it is quite clear on the records 
that the heat and fury of politics in the state of Mississippi far 
outweighed the broader aspects of state credit and general 
good faith at the time the famous repudiation clause was 
enacted into the state constitution. 

It is perhaps fair to say that the general atmosphere of 
doubt which has surrounded certain foreign loans in the post- 
war period, and particularly certain South American loans, 
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has rested for the main part on natural misgivings whether 
in times of political turmoil the question of default on external 
borrowings could ever similarly become a campaign issue. 
There are two things about debts which tend to become chronic. 
One is a steady persistence in paying them, month by month 
and year by year; the other is a leaning towards the short and 
temporarily easy method of escape by default, and I think 
it has been made clear by the foregoing analysis that there are 
no very sure and obvious statistical checks which indicate 
whether or not default is likely to occur in the case of national 
or state debts resting on the taxing power. If economic pos- 
sibility is present, the controlling point is the will to pay, and 
the will to endure very real taxation hardships for the sake of 
keeping good a credit, which, if it is kept good, will in time 
make the burdens easier to bear. 

In connection with the English market for South American 
securities we come naturally to a consideration which is rather 
foreign to our practice and experience, but which has always 
been regarded as a characteristic accompanying the foreign 
investments of England and also of Germany. I refer to the 
rather complex subject of controls and priorities, both as be- 
tween borrowers and lenders and as between governments. 

In the English market, which did so large a proportion of 
this type of lending in the years before the war, the reciprocal 
controls were rather good. The thing was not very clearly 
set forth, and, like many other good English institutions, had 
the looks of a muddle, but worked very efficiently in practice. 
There were only a few houses which could qualify as issuers 
of the first rank or even of the second rank; their liaison with 
the Bank of England was close, and supplementing all this 
there was the traditional dislike of encroachment, which ef- 
fectively prevented two or three houses from finding them- 
selves in a bidding match, to the great tumporary advantage 
of the borrower but to the disadvantage of the lender and his 
customers. 

We have none of these controls. Our issuing houses are 
exceedingly numerous, and through group associations in 
themselves fluid and kaleidoscopic, a number of relatively 
small houses can join forces and bid on nearly any attractive 
piece of business. There is little or no feeling against en- 
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croachment on a house’s privileges in the foreign field, for the 
good reason that no American house has had long enough con- 
tacts in any of the European or important South American 
fields so that it really has any very important standing as 
against another house. Quite a different situation is presented 
in the natural banking lines which have been built up inside 
the United States, as between bankers and their corporate 
clients. These lines tend to become exclusive by force of habit 
rather than by actual exercise of majority ownership, and I 
have no doubt that in general the orderly continuance of es- 
tablished contacts looks to the good of both parties to the 
bargain. 

We must recognize, however, that in the foreign field this 
situation does not exist except to a limited extent. As a 
result there is a real danger that the exigencies of invited 
competition and the desire of certain houses to obtain a foot- 
hold in foreign countries while conditions are yet malleable 
will result (indeed it undoubtedly has resulted) both in mak- 
ing loans that ought not to be made and in paying too high 
a price for the loans that are made. 

We have all of us been in such a fairy dream of prosperity 
and of the pressure of capital funds on the relatively limited 
supply of securities available as a medium of investment, not 
only during the last year or so but more or less continuously 
since 1922, that I think there is a particular danger of con- 
fusion of thought along these lines. There is no doubt that 
South America offers a rich and proper field for the invest- 
ment of American capital, if this investment is hedged with 
due precautions, and if careful consideration is given by the 
issuing bankers to the broader aspects of the problem with 
which they are dealing. 

But if loans are going to be made indiscriminately simply 
because South America’ wants the money and we can not get 
as high a rate of interest elsewhere, and if irresponsible com- 
petition is going to find expression in bids which reflect tem- 
porary market conditions rather than the underlying essentials 
of the situation, I think there is cause for a good deal of ap- 
prehension. I am exceedingly glad that the Academy is dis- 
cussing this, because the discussion is taking place during a 
period of the most brilliant and protracted financial sunshine. 
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There is hardly a cloud in the South American sky from the 
standpoint of the American lender, and I am not implying that 
South America, or any individual country in South America, 
has as yet had too much money from us. I think it is fair to 
say, however, that if we were to continue making loans at the 
present rate for five or ten years more, we would give, at least 
to certain states in South America, too much money. lIlow 
much that rapidly growing part of the world ought to have 
each year, neither I nor anybody else knows, but perhaps the 
simplest way to state the case is the negative way; that is to 
say, South America ought not to receive so large an amount 
that the result is inflation, general or local, accompanied by 
rising and burdensome taxes and followed by the type of 
monetary crisis which, in past years, has proved to be par- 
ticularly acute in the Latin American countries. 

The other unsettled problem of great importance to the 
consideration of this whole subject of controls, is just what 
the relationship of American Government policy, if any, is to 
South American loans. There have been a number of widely 
differing schools of thought on this point in America. There 
has undoubtedly been a feeling in certain quarters that the 
English Government, at least in past times, has been disposed 
to cooperate more or less actively with private interests in 
following up the investment of British capital overseas and of 
furthering the interests of the investor so far as possible in 
cases of difficulty. There has been a similar opinion, freely 
expressed at times, that the American Government has been 
somewhat given to changes of policy back and forth in this 
respect, but that traditionally and over the years it did not show 
any very evident interest either in our trade position or in our 
financial position in foreign countries. This point has par- 
ticular bearings on our relationships with South America, and 
I think we should recognize frankly that in many quarters 
the rapid extension of our financing and development work in 
these countries has led to certain feelings of jealousy and 
suspicion as to our motives. Particularly in Mexico and in 
Central America, our government policy, as previously stated, 
has oscillated between the coercive and the negligent, and 
there is a strong body of American public opinion which 
greatly dreads the kind of diplomatic entanglements that 
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might arise out of any definite policy of our government exer- 
cised towards American interests south of the border. I am 
inclined to think that the newer American practice of making 
loans freely in South America without any feeling of reliance 
on our government in case of possible future difficulties has 
certain marked advantages in the promotion of harmony be- 
tween the United States and this group of countries south of us. 

So far in these comments I have not attempted to treat 
separately the very different problems arising, on the one hand, 
from a loan policy to various governments having the taxing 
power and on the other hand the question of purely com- 
mercial investments in the industries of the country. 

Apart from the enormous American investment in the sugar 
and the tobacco industries of Cuba; an investment which, tak- 
ing into account affiliated industries, such as banks and rail- 
roads resting on these two basic industries, was estimated by 
the Department of Commerce in 1924 at $1,300,000,000, we 
have a comprehensive estimate from the Department of Com- 
merce placing our investment in the rest of Latin America at 
about $3,500,000,000. This includes probably nearly $1,- 
400,000,000 in Mexico, and it includes in addition to the pur- 
chase of government bonds the extremely important oil in- 
vestments in Mexico, Colombia and Venezuela; the plantation 
investments in Colombia, Costa Rica, Nicaragua, Honduras, 
etc.; the cattle and grain farming investments in Argentina 
and Uruguay; copper investments in Chile and Peru, etc. 
Professor Collings estimates* that our investment in Colombia 
alone is about $88,000,000 and that it is $100,000,000 in Peru; 
the two latter named countries until very recent years having 


been quite unknown in the American security markets. Pro- 
fessor Collings says: 


It can safely be said that our Government has had no clearly defined 
foreign investment policy. As a borrowing rather than a lending nation 
we had no need for it. But we have now become a powerful financial 
unit in the comity of nations. . . . American foreign investments con- 
stitute today our widest departure from the policy of isolation. In no 
part of the world have we larger or more important investments than 
in Latin America. Here we lay the cornerstone of our policy. To 
date, that policy seems to tend toward constructive enterprise rather 
than exploitation in the foreign field, and toward supervision to prevent 
injustice to either borrower or lender. 


1 Current History (September, 1927). 
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For the purposes of the present discussion I would be ready 
to assume as a definition of what appears to be our foreign 
policy south of the Panama Canal, that it is not unfriendly to 
the placing of American capital in these states, but that the 
American lender must not expect his government to exercise 
coercion in his private behalf. 

Accepting this as a basis, I should say that, with access to 
the great natural resources in these countries ; with shrewd and 
capable administration and freedom from political disturb- 
ances, it would seem quite obvious that the whole Latin- 
American field, from the standpoint of industrial development 
and profitable return on invested capital, was one of great 
promise. But, unfortunately, there has not always been free- 
dom from political complications. Sometimes these industrial 
developments by northern capital have undoubtedly tended 
directly towards the political disturbances which ensued. But 
I see no useful object in attempting to generalize or to formu- 
late any workable conclusions on this phase of the subject. 
With the exception of Mexico, I think it may be said that 
American industrial investments in Central and South America 
have worked out well, on the whole. There have been fairly 
large risks, which have been compensated by fairly large 
profits, and the net result of this development in many of these 
countries has undoubtedly been an important accession of de- 
veloped national wealth and improved standards of living. 

Short of interference by extreme governmental policies 
either north or south, a strong industrial company, ably man- 
aged, ought to be able to find its own way through changing 
local conditions as they present themselves, and this in general 
has clearly been the American experience, with no major 
checks to date outside of Mexico. 

The loan policy to governments having the taxing power, 
as distinct from the investment policy on the earnings of in- 
dustry, presents an entirely different set of problems, and it is 
these problems, I think, with which we are most concerned at 
the moment. I should say that the final test of the goodness 
of loans to South America went even beyond the question of 
stability of government, although this is perhaps the point 
which has raised the most pertinent questions in this market 
and has received the greatest amount of attention. More im- 
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portant even than governmental stability, I must reiterate, is 
a traditional will to pay, so strong that it becomes a national 
trait capable of surviving even severe shocks arising out of 
changing systems of governmental administration. Take as 
an example Chile, with its unbroken record of continuous pay- 
ments on its foreign debts. This very fact, it seems to me, in- 
troduces a factor of safety in Chilean loans which is relatively 
more important than a trade situation such as the present one 
in Chile, where the development of synthetic nitrates has to 
some extent threatened the fundamental industry of the coun- 
try. I am not implying that the Chilean export trade difficul- 
ties are incapable of solution, but as an investor I would pre- 
fer this undoubted hazard to the hazard of investing in a 
country rich in natural resources but untried, or with a bad 
past record, in the matter of this fundamental, established 
will to pay its obligations throughout all contingencies, good 
or bad. 

Another type of difficulty not easy to control and very 
alarming wherever it is manifested has occurred at rather too 
frequent intervals throughout the history of South American 
borrowing. I refer to so lax a loan administration that money 
raised for one purpose is used for another, or is merely wasted, 
so that the loan instead of adding to producing power merely 
becomes a burden and sometimes an impossible burden on 
the finances of the country. The particularly scandalous 
classic instance of this sort of thing arose some years ago in 
Honduras in connection with the efforts to build an inter- 
oceanic railway from Puerto Cortes, on the Caribbean, to 
Amapala Bay, on the Pacific Coast. This affair was a long 
scandal which started prior to our Civil War. Up to 1873, 
fifty-seven miles of this line had been completed, at a cost 
estimated at $1,500,000, against which cost a debt of £5,- 
990,000 had been contracted. Mr. Halsey’s report to the 
Department of Commerce makes the naive comment that the 
total with interest accrued to January, 1917, amounts to ap- 
proximately £26,000,000—this for building fifty-seven miles 
of railroad! 

There have been more recent, although less scandalous, 
cases of the misuse or careless use of loaned funds in South 
American states, and I think that moral and contractual re- 
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sponsibility on the part of the borrower to use the loaned funds 
as he says he is going to use them, and in no other way, ought 
to be one of the major considerations affecting our loan policy 
in this part of the world. 

There is one other tendency in South American financing 
to which attention ought to be directed. The commercial and 
industrial development of these countries has been fostered to 
such an extent by great proprietary ownerships of natural re- 
sources held and administered by Americans, Englishmen, 
Frenchmen and Germans, that to a rather unusual extent the 
final profit from these enterprises has tended to flow out of 
the country rather than to remain in it. This is a generaliza- 
tion and is subject to many exceptions in detail. It indicates 
to me, however, that what would be regarded, say in a Euro- 
pean country, as a normal relationship between the growth of 
foreign state debt and the growth of commercial resources is 
not necessarily quite a safe relationship in South America 
where the growth both of industry and of State debt has been 
very marked, but where much of the profit of industry has 
gone abroad. I do not think this point needs to be over- 
stressed, but I merely mention it in passing. 

In conclusion then, with regard to the present unprecedented 
flow of American funds into South America, I am inclined to 
think that certain difficulties will arise from plain, old- 
fashioned over-borrowing in an easy money market. I do not 
imply, however, that this experience will be general, and I 
have no doubt that there will be a marked credit separation, 
over the years, between certain countries which will develop 
an ability to control their borrowings and to recognize the 
vital importance of unbroken credit, versus certain other 
countries where the will to pay may perhaps be less conspicu- 
ous than the will to borrow. But an investor who gets a 7 per 
cent return in a 5 per cent money market must in any case 
realize that a portion of the yield on his bonds represents in- 
terest on his money and the balance is a reward for taking cer- 
tain risks, not necessarily unjustifiable, which are inherent in 
the nature of the enterprise. 
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GOVERNMENTAL SUPERVISION OF FOREIGN 
LOANS 


CARTER GLASS 


U. S. Senator from Virginia; Ex-Secretary of the Treasury 


HE rapid growth in the United States of capital avail- 
able for foreign investment, and the increased demand 
in the American money market for loans in foreign 

countries to finance their governments or their industries, would 
seem to call for a careful re-examination and scrutiny of our 
governmental policy with respect to the supervision or control 
of foreign loans. 

Origin of Existing Practice of the U. S. Department of State 

The present practice of the State Department is of recent 
origin. It dates from the early days of the Harding Admin- 
istration, or to be more exact, from the year 1922, when it 
was supposed to have been inaugurated not as a war measure 
or even to meet a post-war emergency, but to aid the Govern- 
ment in its negotiations for settlement, adjustment or fund- 
ing of its war loans. 

The action of the State Department nearly three years ago 
in closing the American money market to France, Italy and 
Belgium until those countries agreed to effect the settlement of 
their war-time indebtedness to the United States, aroused much 
comment. When Belgium and Italy came to terms and agree- 
ments were ratified by the legislative branches of their gov- 
ernments, the ban was virtually raised in connection with those 
countries, while the Mellon-Berenger agreement was negotiated 
with France but not ratified by the French parliament. The 
ban still remains with respect to France, although recently the 
State Department, apparently to facilitate negotiations which 
were at an acute point over the new French tariff schedules, 
suddenly notified the French Government that it would agree 
to the flotation of a French refunding loan which would simply 
replace, at lower interest rate, French bonds now in the hands 
of American investors. The extent to which our government 


has gone in the exercise of its influence without any sanction 
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of law is well illustrated by the recent announcement that the 
Department of State had approved the proposed refunding by 
France of $78,000,000 of eight per cent bonds which private 
bankers marketed in the United States for the French Govern- 
ment and also the formal official announcement that the State 
Department has approved a Prussian and Polish loan totaling 
$100,000,000. No such power was previously exercised by any 
department of the government even during the period of the 
war emergency or the post-war emergency. Often things 
are done during a war which should not be done in times of 
peace and if any such measure seemed necessary or advisable 
it would seem that it belonged rather to the Treasury Depart- 
ment than to the Department of State to take the initiative, 
because to the Treasury Department matters of a financial 
nature are properly confided. In a post-war exigency when the 
Treasury was grappling with the Victory Loan and later in the 
different initial stages of its certificate policy, some eastern 
bankers asked the Treasury if certain contemplated flotations 
of foreign securities in this country would impede Treasury 
operations. When told that they might, these bankers did not 
pursue the matter, but the Treasury, even in the exigent cir- 
cumstances cited, assumed no authority to visé private loans 
or to veto them and engaged in no official correspondence with 
foreign governments on the subject. It simply responded 
frankly to an inquiry which bankers were not obliged to make 
and gave an answer which they were not obliged to regard. 

It was so when the United States Chamber of Commerce 
queried the Treasury in the post-war period about a proposed 
international conference in this country which the Treasury 
was sure would result in a discussion of the foreign debts and 
consequent embarrassment to the Treasury; but the Treasury 
assumed no right to prohibit such conferences nor did it make 
it a practice or adopt a policy of approving or disapproving. 

It might have done so with vastly more propriety than the 
Department of State, which has no conceivable relation to 
matters of private, domestic, or foreign finances, whereas the 
Treasury was established to deal with both and does so under 
sanction of law expressed and implied. 

But not even the Treasury, much less the Department of 


State, is charged by law or custom with authority to control 
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the private loans of American bankers to foreign govern- 
ments in time of peace or private enterprises in the ordinary 
course of business. -I could easily comprehend even now, when 
the Treasury is engaged in extensive refunding of operations 
of its own, how bankers might with propriety ask if their activi- 
ties in foreign securities tended to embarrass the Treasury ; but 
I am not aware that the Department of State is authorized to 
engage in international or domestic financial operations. 


Existing Practice Illusory, Illegal and Unsound 


The State Department has no more right to establish a 
practice or adopt a policy of approving or disapproving of for- 
eign loans to private individuals, concerns or corporations in the 
United States than it has to embargo the export commodity 
trade of this country. It has no more right to prohibit the 
sale of American credits abroad by the National City Bank, 
the Chemical Bank, or the House of Morgan, or all of these 
combined, than it has to favor or veto the sale to the European 
trade of the products of General Motors, the United States 
Steel Corporation, Henry Ford or other private concerns in 
this country. 

It is admitted by the State Department that no legal warrant 
exists for its sanction or disapproval of private loans to foreign 
countries ; but, on the other hand, virtually all of the loans made 
abroad since March, 1922, have been reviewed by the State 
Department, the bankers, at the suggestion of the Department, 
voluntarily submitting their proposals to the Department in 
advance. In many cases this custom arose because the bankers 
did not desire to embarrass the government while the delicate 
negotiations of adjusting the foreign debts were in progress. 

A statement was recently attributed to the President that 
some policy of this sort was rendered necessary through a dread 
that Congress might, by legislative enactment, inaugurate a 
system of control out of agreement with the judgment of the 
executive branch of the government; furthermore that a justi- 
fication of the exercise of such prerogatives by the State De- 
partment with the approval of the executive might be found 
in the right of the executive, through his State Department, 
to manage without restraint or constraint of law the foreign 
relations of the government. It seems incredible that the 
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President, who is so in the habit of thinking clearly and of 
applying his fine common sense to public problems, made any 
such statement or holds any such views. Certainly the consti- 
tution confers on Congress, and not on the executive, in terms, 
the exclusive power “to regulate commerce with foreign na- 
tions”. It is certainly the first time in the history of the 
country that the theory is propounded that “ foreign relations” 
embraces the private business transactions of American money 
lenders. My thought has been that a completely comprehen- 
sive definition of the term would restrict it to the relations of 
the United States as a nation to the governments of foreign 
nations, as established by treaty and prescribed by what the 
world calls international law. Never before have | heard it 
suggested that the private business transactions of individual 
tradesmen or the sale of credits abroad by American bankers 
constituted an item in this nation’s foreign relations. Hence 
the action of the Department of State in assuming the establish- 
ment of a policy of approving or vetoing private loans to 
foreign governments is incontestably extraconstitutional and 
without sanction of law. Such a practice is not warranted by 
a sentence of the constitution, implicit or otherwise, nor by 
any law of Congress. 

It is, furthermore, an illusory and deceptive practice. Upon 


what hypothesis of sound economics does such an appropria- | 


tion and exercise of power, not granted by any law of Con- 
gress, proceed? What facilities, as a practical fact, has the 
Department of State to determine accurately any of the intri- 
cate details involved in matters of such magnitude; and by 
what authority are such facilities, if they exist, provided, and 
at what cost? In short, who is the trained international 
banker, with his retinue of aides, the experienced, the tested 
credit man of the federal Department of State, who presumes 
to pass on the investment requirements of this country and to 
say which of the foreign nations are entitled to credit in 
America and upon what terms? 

I should be interested to learn to whom this financial expert 
—for essentially he must be an expert—is responsible for the 
unauthorized counsel he gives. Likewise, whether his advice 
is always impartial or ever sinister. It may easily be conceived 
that there will be times, if these extraordinary financial pro- 
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cesses of the Department of State are to continue, when an 
American banking group will be vitally interested to know 
precisely why its credits were rejected, while the transactions 
of a rival group were favored. Indeed, it might easily occur 
that a foreign government to which American bankers were 
willing to make loans would marvel and feel aggrieved that the 
federal Department of State had put an embargo on its bonds 
while officially attesting the high credit of another nation. 

Since there is no authority for the examination and review 
of a proceeding of this kind, unauthorized by law, it would 
be interesting to know who is to determine whether the power 
thus irregularly exercised was used wisely or improvidently, 
fairly or capriciously, with intent to subserve the public inter- 
est or with purpose to enrich some and punish others. 

Except for the unquestioned integrity and approved patri- 
otism of the incumbent Secretary of State, who may say exactly 
that the exercise of this unprecedented power, totally at vari- 
ance with any proper function of the Department of State, will 
not some day be so flagrantly prostituted as to result in a 
distressing scandal? Such extraordinary power, incongruous 
and in every way inappropriate, is not essential for the achieve- 
ment of any good purpose, but might too readily be employed 
in illicit and dishonest pursuits. As an expedient of partisan 
political advantage, it might be used in a way to involve 
scandal at home and ill-feeling abroad. I am not making the 
thoughtless mistake of arguing against an essential power 
merely because it might be abused; but I am protesting against 
an unwarranted exercise of a dangerous, unessential power, 
replete with temptation, and even invitation to dishonesty and 
oppression. 

The exercise of such power at best and in the cleanest way 
would inevitably draw the government of this country into 
sanctions and moral obligations which would be, as they al- 
ready have been, misleading and injurious. I say again, what 
business has the government at Washington to be approving 
private financial transactions in which the government has no 
stake and properly should have no concern? 

Neither has it any business to be vetoing such loans and 
thus assuming, without sanction of law, to embargo the sale of 
American credits abroad. Private business has no right to ask 
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or to receive the imprimatur of the government on its credit 
transactions, nor should foreign governments be required to get 
the permission of our State Department to engage in the or- 
dinary commerce of credits or commodities with American 
business concerns. 

Such concerns should be left to conduct their business on 
their own responsibility and at their own risk, and purchasers 
in this country of foreign securities taken by American bankers 
should not be persuaded to suppose that a foreign bond issue 
approved by our Department of State is necessarily a secure 
investment or that an issue not sanctioned at Washington is 
to be shunned as unsafe. 


Bankers’ Position With Respect to Supervision 


It is often said that bankers have expressed their willingness 
to have the government approve these loans. Much as I like 
and trust the banking community, I hope nobody imagines that 
I have remonstrated against this irregular exercise of an un- 
authorized power in Washington because of any concern for 
these international bankers. They manage to take care of 
themselves. My protest is against another dangerous centrali- 
zation of power in the federal government, and particularly 
against usurpation of a power with which the executive govern- 
ment is not legally clothed, and which, exercised without 
responsibility or subjection to review, may easily be frightfully 
prostituted in various ways. 

Of course, the group of bankers referred to is not only will- 
ing but eager to have the federal government approve its loans. 
Such approval constitutes them the favored protégés of the 
government and renders them grateful beneficiaries of favors 
bestowed, as well as expectant recipients of benefactions to 
come. Acquisitiveness is the secret of their rejoicing. 

I notice in this very connection that this obedient group of 
bankers in New York boasted that $140,000,000 of these ap- 
proved foreign bonds had been placed in the money market 
recently in one week. If this is an actual fact, what does 
it signify except that this considerable fraction of an immense 
total of foreign securities, at abnormally high interest rates, 
having the persuasive prestige of United States Government 


approval, is thrust directly in open market competition with 
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American note and bond issues, which have not the advantage 
of their government’s imprimatur to stimulate their sales? 
That is one of many grave objections to this unauthorized and 
discriminating use of the Government's credit; for that, in 
effect, is what it amounts to. 

Every railroad, every public utility of any kind in this 
country, every productive enterprise in America, every domes- 
tic business project requiring large capital and unable to pay 
ruinous interest rates, and, indeed, the United States Govern- 
ment itself in its certificate sales and lower-rate refunding 
operations, are made victims of these government-blessed 
foreign securities, which Washington thus approves, con- 
fessedly without knowing one earthly thing about their real 
value or security. 


Dangerous Centralization of Power Should be Abandoned 


There has been recently a lot of talk by public men and 
comment by the press over the alarming concentration of power 
in the Federal Government at Washington. Most of the talk, 
as well as the comment, has been general, except when poli- 
ticians and newspapers have persisted in discussing the excesses 
and delinquencies of federal prohibition. This all seems tri- 
vial to me in contrast with other things that have happened 
and constantly are recurring, which, singularly enough, seem 
to have attracted little attention and provoked less intelligent 
criticism. They involve, some of them, not only the liberty 
and property rights of the individual and the sovereignty of 
the states, but a plain usurpation of authority by the Federal 
Government, which is as injurious as usurpations of authority 
usually are and, besides, exceedingly dangerous. The fact is, 
we have embarked—fortunately without the sanction of law— 
upon a policy that is deceptive and dangerous, for which, in 
my judgment, the petty advantages of temporary political 
expediency in negotiations with foreign governments afford 
noadequate excuse. This policy, in my judgment, ought not and 
will not receive the sanction of law; and it should be abandoned 
absolutely by the State Department at the earliest opportunity 
when it is next called upon to express its opinion upon proposed 
private loans to foreign investors, whether they be foreign 
governments, foreign industries or individuals. 
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FOREIGN INVESTMENT PROBLEMS 


HERBERT FEIS 


Professor of Economics, University of Cincinnati 


EFORE discussing the particular aspect of the problem 
of foreign investment to which I want to call atten- 
tion I should like to address myself very briefly to 

one or two points in the papers of the previous speakers on 
this program. 

First of all I have been moved by Mr. O. K. Davis’ im- 
passioned plea not to be afraid of straw men, and I am there- 
fore led to say a word about that straw man who says that 
many economists make the habitual assumption that foreign 
borrowers are asked to pay more for American goods than 
for the same goods bought abroad. I think the position of 
the American economists and the remarks that have had that 
tendency, have come from the fact that these economists were 
studying the same figures that Mr. Davis presented and they 
saw the steady, persistent growth of foreign purchases of 
American goods. They therefore came to the conclusion that 
there was a disposition to purchase American goods when there 
was a judgment that the best value could be received from 
such purchases and that if and when they didn’t use the pro- 
ceeds of loans to buy American goods, it was because more 
favorable terms were offered by the producers of other coun- 
tries. That has been the basis of their assertion that on the 
whole the tying-in clause would prove to be unfair to the 
borrowers. 

The second matter I would like to touch on equally briefly 
is the use of a term by Mr. Ray Morris in his paper. The 
term 


‘control ” was applied to the arrangement under which 
one banker tended to have the duty and care and right of 
handling of all the finances, all the foreign borrowing of a 
foreign state. I think undoubtedly there is something to be said 
for that situation, but I hesitate to apply the term “ control” 
to it. Reviewing some of past international lending history, 
I think you will be struck by the fact that some of the worst 
defaults took place when arrangements existed by which all 
[850] 
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of the foreign borrowing was handled by one great banking 
house; for example, the Argentine default when practically 
all the Argentine borrowing was handled by Baring Brothers, 
and the Russian default when practically all the Russian 
borrowing in the market of France, the chief creditor coun- 
try of Russia, was handled through the Credit Lyonnais. I 
trace that to the fact that these institutions became more and 
more involved in the credit situation of the borrowing coun- 
tries and therefore had to make further borrowings against 
their free will and their own better judgment 

It has seemed to me that the best use I could make of the 
brief space allotted me in this discussion would be to attempt 
to supplement Mr. Swan’s analysis of the world’s present and 
future demands for capital by certain comparisons between the 
rate of American foreign investment during the past few 
years, and the rate of investment of the chief creditor coun- 
tries of the world before the war. Such comparison, I hope, 
will aid us to form a clearer judgment regarding our own 
recent activity as a lending country, and enable us to measure 
the importance of our foreign lending in our general economic 
life. The statistical material available for such comparisons 
as I propose to make is unfortunately inadequate and of un- 
certain accuracy. For every item which it is necessary to 
measure, various methods of computation may be and have 
been used; besides, the nature of the original data is often 
unsatisfactory and incomplete. As a matter of fact, in working 
through the available material I was often reminded of the 
story told by a Scotch evangelist by the name of John O’Neal, 
who had once been a railroad porter. He had been invited to 
address the General Assembly of the Presbyterian Church in 
Toronto. He came and the proceedings were opened up in the 
morning much as these proceedings have been opened, and 
John O’Neal sat on the platform much as I have sat and 
listened to the series of addresses before him, and they were 
all statistical. The officers of the Presbyterian Church there 
made reports explaining the financial situation of the institu- 
tion, how much had been contributed, how many new churches 
had been built, how many regular members of the church 
there were, how many communicants, how much had been 
spent for mission work, how many converts, and so on and so 
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forth, till finally at about three o’clock in the afternoon they 
got around to O’Neal and he began: “All I have been listen- 
ing to all day long is statistics. It seems to me as if every 
speaker present took his text from the Book of Numbers, 
I am reminded of the old wounded war veteran that I used 
to see parading the streets of Edinburgh. He wore a placard 
around his neck and on it it said: Please Help A Wounded 
Soldier: Battles 4, Wounds 6, Children 6, Total 16.” 

Everyone of the comparisons given must be regarded 
merely as a rough estimate open to errors of considerable size. 
Furthermore, in view of the nature of the original data, it 
would be silly to attempt to apply refined statistical methods 
to its analysis.. Despite these handicaps, I believe, however, 
that something can be learned by this process of comparison, 
which I shall make without stopping to give the sources of my 
information, or to call attention to the many adjustments 
and the qualifications which the figures require to make them 
strictly comparable. 

First, the annual increase in American foreign ownership 
during the past three years may be compared with the annual 
increase in foreign ownership of Great Britain, France, and 
Germany for varying periods before the war. The reports 
of the Department of Commerce indicate that during 1924-26 
inclusive our foreign ownership has increased at the average 
rate of about $1,000,000,000 a year. In this estimate security 
investment is included at nominal value, and it may be taken 
to be an over-estimate rather than the contrary. The most 
satisfactory calculations of the rate of growth of British for- 
eign ownership for the period 1907-1913 indicates an annual 
increase of about $750,000,000, rising up to, possibly exceed- 
ing, $1,000,000,000 in 1913. The rate of increase in French 
ownership in 1906-1912 was about $340,000,000 a year; while 
Germany’s additional foreign investment was growing only 
slowly during that period and probably did not exceed $100,- 
000,000 a year for the period 1907-13. 

If we wish to make a comparison with the whole growth 
of foreign ownership of all the creditor countries of Europe 
before the war, the investments of the Swiss, Dutch, and Bel- 
gians must be added into the account. If we do so, it appears 
that the creditor countries of Europe were adding annually to 
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their ownership abroad during the period 1906-13 about 
$1,300,000,000, the amount rising to perhaps as much as 
$1,500,000,000 in 1913. It would appear, therefore, that the 
United States has been adding to its foreign ownership each 
year about two-thirds of the total of new investments made 
abroad by all European countries before the war. It would 
appear, further, that, since all of these creditor countries may 
be expected in a few years to supply their own capital needs 
(with the possible exception of Germany, as Mr. Swan has 
pointed out), and will, in fact, be able to invest abroad again, 
the competition among creditor nations for profitable enter- 
prises in which to invest their capital may be expected to be- 
come more severe than at present. It also seems evident that 
the amounts that will be available for investment in the rela- 
tively undeveloped economic regions will be greater than ever 
before. Considering the growth of our populations, the gains 
in technical skill, the benefits of experience in large-scale 
enterprise, we may expect to see the undeveloped regions of 
the world brought into the main area of economic life with 
greater intensity than ever before. Africa, Asia and South 
America will be the great fields of exploitation. 

I turn to another comparison which may throw some light 
upon the significance of our foreign lending in the whole of 
our economic life. What proportion of our total income are 
we using to add to our foreign ownership as compared with 
the creditor nations of Europe before the war? Here again 
I would venture a reminder as to the uncertainty of the figures 
on which these measurements must rest, and point out that 
any conclusion that might be modified by an error of 20 per 
cent in its figures must be given up. 

The National Bureau of Economic Research has given a 
preliminary estimate of our national income for 1924-26. 
Deducting from these estimates certain small items which are 
not included in the available computations of national income 
for other countries, the figures indicate an average income of 
$79,200,000,000. Thus, the net addition to our foreign hold- 
ings represents but 114 per cent of our total national in- 
come. In contrast, similar computations for Great Britain 
show that during the period 1907-13 about eight per cent of 
the total annual income was used to increase foreign owner- 
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ship; by 1913, in fact, this had risen to over nine per cent. 
France, during substantially the same period, was applying 
over five per cent of her annual income to the same purposes, 
while Germany was using only about one per cent of her 
annual income. It will be seen, therefore, that great as the 
rate of growth of our foreign investment is, and revolution- 
izing as it will be for our economic and political life, it takes 
but a much smaller part of our national income than English 
and French foreign investment did before the war. This is 
to be expected in the light of our huge domestic economic 
development and the rapid growth of our national income 
during recent years. 

It is, perhaps, even more interesting to attempt to measure 
the portions of annual savings represented by the growth in 
foreign ownership, as an indication of its importance in the 
whole of our economic life. Expert guesses as to the annual 
volume of American saving for the three years 1923-25 place 
that saving between ten and twelve billions of dollars, the 
‘ latter being probably nearer the fact. It seems indicated, 
therefore, that the growth of foreign ownership by Americans 
represents about ten per cent of our annual savings. Bowley, 
Stamp, and Pigou have all made estimates of British saving 
for the year 1911 of about $1,600,000,000. Therefore, it 
may be deduced that in the years before the war Great Britain 
was investing abroad in the neighborhood of fifty per cent of 
all her annual savings. Not possessing extensive domains 
such as our own, Great Britain’s capital rushed to the rest 
of the world. Similar computations for France show that be- 
fore the war, thirty-five to forty per cent of her annual savings 
was being invested abroad, the larger part seeking a return, 
however, not from industrial investments, but from govern- 
ment loans. Figures given by Helferich for Germany show 
that only five per cent of her annual savings were going abroad, 
a smaller proportion even than our own. This can be under- 
stood in the light of the well-known fact that Germany’s in- 
dustrial development was constantly running ahead of her 
availabie capital accumulation. 

One last measurement. How important an item, compara- 
tively, is the income received from our foreign investment in 
our total income? Official estimates, combined with the fig- 
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ures already given, show it to be less than one per cent of our 
total income, but growing rapidly in amount. Assuming a 
constant rate of growth in our foreign holdings, it will result 


that the sum of income received from this source will equal; 


new foreign investment by about 1930. Computations from 
Great Britain indicate that during the years 1907-13 about 
nine per cent of her total income was being derived from for- 
eign ownership; and this country appears to have reached 
the stage whereat the income from abroad roughly covered 
the rapidly growing volume of new investments. France was 
receiving during the same period about six per cent of her 
total income from ownership abroad; and this income from 
ownership abroad certainly covered her new foreign invest- 
ment. Germany’s income from ownership abroad was at most 
2% per cent of her total income; and steadily tending to fall 
in importance. 

It is impossible for me, in the time at my disposal, to at- 
tempt to interpret the significance of these figures, but I think 
that consideration of them may help us to understand and to 
guide properly the extension of American investment through- 
out the world. 
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THE AMERICAN BALANCE OF INTERNATIONAL 
PAYMENTS 


JAMES W. ANGELL 


Associate Professor of Economics, Columbia University 


briefly is simply the nature of the changes which have 

taken place in the American balance of international 
payments since the war, and the conclusions which we can draw 
as to probable future developments. 

Of the various items that enter the American balance of 
international payments, there are two that have been of pre- 
dominant importance: the commodity balance of trade, and 
the net export or import of capital on account of principal. 
These two items have not only been the largest in the aggre- 
gate, but have also been the ones that have fluctuated most 
widely and most significantly. 

The other items in the American balance of payments have 
been relatively stable. They have grown, but the growth 
has been a fairly steady increase each year, without marked 
fluctuations or reversals of trend. This is true, for example, 
of the aggregated net interest and profits and dividends item: 
we have had a moderate but steadily growing international 
credit on this account. It is also true of tourists’ expenditures, 
of immigrants’ remittances, of freight charges, and so on. 
The aggregated total of these so-called invisible items shows 
a steadily increasing net debit in the international account. 
Even the movements of gold, which are only a small item 
in the general aggregate, have shown a fairly steady trend 
since 1921; that is, a diminishing net debit that has recently 
passed zero, and has begun to show a small net credit. These 
smaller items, to repeat, are stable, are growing fairly steadily 
in one direction or the other, do not fluctuate widely, and for 
at least certain of our purposes are therefore not especially 
significant. 

But the movements of the commodity balance of trade, and 
the movements of capital on account of principal, have fluctu- 
ated widely and irregularly. In 1919 we had a very large 
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favorable balance of trade. This balance then fell steadily, 
until in 1923 it was very small indeed. It rose again in 1924, 
but since then has again been falling, although quite gradually. 
Similarly the net export of capital on principal account was 
phenomenally large in 1919. It then fell rapidly, and became 
a net import in 1923; it rose again in the following two years, 
and finally in 1926, the last full year for which we have data, 
was again declining. 

The striking thing, however, is that the fluctuations in these 
two items have gone remarkably closely together, especially 
since 1921. The closeness of that relationship is indicated by 
the accompanying chart. The upper curve, the solid line, is 
the commodity balance of trade. The heavy dash line imme- 
diately below it is the net movement of capital on account of 
long-term principal, while the heavy dot-and-dash line from 
1922 through 1926 is the same curve with the net movements 
of short term and demand balances added. The curve for the 
trade balance and the two capital curves not only fluctuate 
very widely ; on the whole, and especially since 1921, they can 
also be said to fluctuate quite closely together. The dotted 
line is the interest, dividends and profits item, showing a quite 
steady net increase in our credits. The last and lower dash 
line is the non-capital invisible items curve, covering the vari- 
ous service transactions. It shows a slowly increasing, fairly 
large net debit. 

I shall not attempt to explain the closeness of the relation- 
ship between the balance of trade fluctuations and the fluctu- 
ations of the capital movement. There may be, as one speaker 
has already suggested, a cause and effect relationship between 
the two; that is, changes in one of the two items may produce 
similar and offsetting changes in the other item. More pro- 
bably I think that in this case both sets of changes are the 
product of a common antecedent cause, namely, the war-time 
and post-war upheavals in Europe; but neither this nor any 
other similar conclusion can be submitted to positive proof, and 
I shall not go into the question farther here. 

Let us turn, instead, to the question of what light these 
figures cast—if they cast any at all—on the probable future 
development of the items in the American balance of payments. 
Of course we cannot foresee that future development with any- 
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thing approaching accuracy, but in at least several directions 
we can make a fair estimate. Take, for example, the inter- 
national movement of investment capital: we can make at least 
a plausible guess as to what will happen to that item in the next 
few vears. I see no reason for thinking that new foreign in- 
vestment by Americans is going to undergo any sudden and 
permanent decrease in the near future. It is true that a 
business depression in this country, or a sudden growth of 
prosperity in Europe, would produce a decline for the time 
being ; but I think that such a decline would be only temporary. 
Our gross new foreign investment is apt to hold at least for 
some years at about its present level, something slightly in 
excess of a billion dollars a year. During the last five years 
we have made a place for ourselves as one of the great invest- 
ing nations, and I do not think that we shall relinquish that 
place, if at all, for many years to come. But against this 
annual new investment by Americans, various other items must 
be set. Foreigners are now buying back their own securities ; 
they are paying off some of their own loans; they are even 
buying our own American securities. All those transactions 
go in on the other side. In addition there are, of course, 
the slowly growing interallied debt payments. These vari- 
ous items—which represent the import of capital into the 
United States, instead of the export of capital—already almost 
equal and offset our annual new investment, and there is every 
reason for thinking that they will grow. On balance, there- 
fore, | think that from now on we shall import as much or 
more capital on all accounts as we export; that is, we shall have 
a small, slowly increasing net credit in the aggregate annual 
capital account. Although we shall be one of the world’s 
great foreign investors, paradoxically, we shall nevertheless 
be a met importer of capital on a small scale. 


Similarly, interest and dividends on our foreign investments 
will grow steadily, but against this are the interest and divi- 
dends we must pay to foreigners on their growing investments 
here, as we used to do on so large a scale before the war. On 
balance, ] think that we shall have a large credit on account 
of interest and dividends, but one that does not grow very 
rapidly. 

Then there are the other invisible items: tourists’ expendi- 
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tures and immigrants’ remittances and freight charges, and so 
on. These items, taken together, have shown a quite large and 
slowly increasing net debit ever since the war. There is no 
reason for thinking that this trend will be greatly altered in 
the immediate future. 

There remains, finally, the commodity balance of trade, 
The balance of trade serves, in the long run, as the compen- 
sator in international payments, the residual element, the ele- 
ment that takes up the slack and offsets everything else. It 
does not always fulfill that function in any immediate quick- 
operating way, but in the long run that is substantially the 
role it plays. In our case, it will operate to restore inter- 
national payments to equilibrium after the suggested changes 
in the other items have come about. If we now bring these 
estimated probable changes together, they indicate that apart 
from the balance of trade we shall have, in future years, a 
small but growing excess of net credits in the international 
account. These credits we can receive only in the form of 
commodities. In other words, we may soon look forward toa 
small but growing excess in commodity imports over exports 
before very long; that is, to the popularly dreaded unfavor- 
able balance of trade. That unfavorable balance may arrive 
next year; it may not arrive for five or ten years; we can’t tell, 
but I think it is quite surely coming nearer every day. I would 
not be unwilling to subscribe to the date already suggested, 
1929 or 1930, as about the time that the change in balance of 
trade will take place. 

But we shall acquire this unfavorable balance simply by 
increasing our imports, which are largely imports of raw 
materials. I don’t see any particular reason for expecting 
any substantial decrease in our exports; there may be some 
decrease, but I don’t think it will be a large one or a perman- 
ent one. Nor do I see any reason for expecting any diminution 
in our prosperity. Rather, we shall have higher prices than 
we would have had without this unfavorable balance of trade, 
and greater prosperity. The prospects for our near future 
seem to me very pleasing. 
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FOREIGN INVESTMENT AND PUBLIC POLICY 


LEWIS S. GANNETT 
Associate Editor, The Nation, New York City 


SUPPOSE I was asked to take part in this discussion in 
| the hope that I would pick a fight to start the discussion 
of the interesting papers on foreign investment problems 
to which we have just listened, but it is very difficult to do so. 
Like Mr. Feis, I was particularly impressed by Mr. O. K. 
Davis’s demolition of straw men. As I listened to Mr. Davis 
passionately proclaiming the ability of American manufac- 
turers to compete on equal terms with the manufacturers 
of foreign nations, I almost expected to hear the Secre- 
tary of the National Foreign Trade Council proclaim himself 
a free-trader and assert that American manufacturers could 
compete with foreign manufacturers at home as well as abroad, 
without the artificial aid of a tariff. Having sometimes had 
occasion to criticize American bankers for their dependence 
on governmental protection of their investments abroad, Mr. 
Ray Morris’s exceedingly long-visioned recognition of the 
social factors involved in foreign investments left me almost 
without ammunition. Yet there may still be bankers who do 
not entirely agee with Mr. Morris, and if I cannot attack him, 
I may still perhaps point to some of the dangers and difficulties 
inherent in the situation, which have displayed themselves in 
the past, and may again in the future. 

You remember F. Opper’s cartoon, which Mark Sullivan 
has revived in Our Times, with a little figure of Mr. Pri- 
vate Citizen, a very small figure in the presence of the large 
bankers and industrialists, with a very small head and very 
large ears, trying very had to emit a large voice of protest. I 
intend to speak in his behalf. 

There are certain dangers even to these very small private 
citizens in the enormous expansion of American foreign trade 
and foreign investment. Even those of us who do not partici- 
pate in the expanding of foreign trade have a right to have 
our doubts as well as our vicarious pride; we can wave the 


flag, too, and feel that somehow or other we are bigger, 
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brighter men because America has three-fifths of the foreign 
trade of Central America and had last year a larger share of 
South America’s trade than England, Germany and France 
combined. At the same time, while swelling with the vicarious 
pride, we have our doubts and hesitations. We know, for in- 
stance, that when American bankers have made loans to Santo 
Domingo and Haiti, their loans have been predicated upon a 
frank declaration of the responsibility of the United States for 
the collection of certain of the revenues of those states. We 
know that in the case of the recent loan to Salvador, there was 
included a provision by which any dispute which might arise 
between the bankers and Salvador was to be referred to ad- 
judication by the Chief Justice of the United States Supreme 
Court; and the bankers—who had submitted their loan con- 
tracts, which included even more official supervision than that, 
to the State Department—felt justified, when issuing their 
loan circulars, in stating that “it is simply not thinkable that 
after a federal judge has decided any question or dispute be- 
tween the bondholders and the Salvador Government, that the 
United States Government should not take the necessary steps 
to sustain such decision.” 

Some of us are a little worried by the national responsibility 
in connection with some of the loans which the State Depart- 
ment seems to be loading upon our innocent shoulders—to 
which Senator Glass refers in his criticism of this policy. 
When an executive department asks bankers to submit loans to 
it, and assumes the privilege, in some cases, of asserting its 
powerful disapproval—without any legislation, without any 
specific grant of power by Congress—it inevitably seems to 
the world to assume an implied responsibility for those loans. 
The most explicit disavowals do not relieve it of that burden; 
the fact that it kills certain loans by its disapproval, and passes 
others, is an acceptance—or so it must seem—of a measure of 
moral responsibility. That is a portentous fact which the 
bankers, the government, and the public must face 

Indeed, no American banking firm can today lend money to 
a foreign country without involving to a certain degree the 
position of the United States. A banker cannot even, under 
present-day circumstances, travel abroad, discussing loans, 


without involving the United States in international compli- 
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cations. The policy of the government and the circumstances 
of the day make him more than a private citizen—a sort of 
unofficial ambassador. It is a dangerous position. 

I received a letter three days ago from China. I don’t want 
to assume the slightest responsibility for any suggestion in this 
letter: I simply want to point out that Mr. Thomas W. Lamont 
cannot go traveling even on what he announced as a mere 
pleasure trip, without upsetting to some slight degree the 
balance of the Far East. This Shanghai letter says: 


My dear Gannett: 


There are all kinds of rumors in circulation here regarding the real 
purpose of Thomas W. Lamont’s trip to Japan, so I am wondering which 
is the correct interpretation. One of the reports is to the effect that 
Lamont is planning a large loan to the Squth Manchurian Railway for 
the alleged purpose of assisting the Japanese in fighting the Russian 
influence in that area, but the real purpose being to enable the Japanese 
to consolidate their position in North China with the idea of ultimately 
annexing Manchuria. ... Then there are other rumors in circulation, 
that Lamont is cooperating with the British in the old scheme of trying 
to weld a ring around... . 


I do not need to continue and I do not want to endorse any 
of these rumors. I do want, however, to insist upon the fact 
that Mr. Lamont’s “ pleasure trips ’’ become a matter of first- 
rate national and international importance. If, in behalf of 
the house of Morgan he negotiates a loan to Japan or to its 
South Manchurian Railway, that loan will be submitted to our 
State Department, and it will be assumed in foreign countries, 
despite the most specific denials which the Department of State 
may make, to have the specific approval of the State Depart- 
ment, and to represent United States Government policy. So 
long as bankers are virtually required to submit their loans to 
the State Department before issuance, we shall have that con- 
dition. But even if the State Department abandoned this pro- 
cedure, a second difficulty would remain. No one, in this 
country or abroad, is sure what degree of governmental pro- 
tection will be given to foreign loans and investments. As a 
matter of fact, of course, we intervene “to protect American 
lives and property” only in small or weak countries. It is not 
simply a matter of governmental loans; the most innocent- 
seeming investment may, under present conditions, involve 
us in a small war. 
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There are many instances in recent history. The original 
intervention in Nicaragua in I912, according to testimony of 
the responsible individuals themselves, before the Foreign 
Relations Committee of the United States Senate in 1914, came 
after the representatives of the bank concerned had protested 
to the State Department against interference with a locomotive 
and two flat cars which had been seized by the Nicaraguan 
authorities—American property! Our present domination of 
all Nicaragua began with the apparently innocuous business 
of landing troops at one port for the “ protection of American 
lives and property’. So long as you have the theory that the 
American flag follows the investor wherever he goes, and that 
he has a right to the especial protection of the American flag 
when he becomes involved in local revolutions and disturb- 
ances, so long will you have a growing danger of international 
conflicts following the swelling tide of foreign investment. 

I should like to throw into this discussion three propositions: 
First, that the State Department give up entirely its irre- 
sponsible semi-control of foreign investments and abandon its 
present policy of asking American banks to submit, prior to 
issuance, their loan contracts for its approval. Second, that in 
place of this we should adopt a policy of requiring American 
banks lending money abroad to make public their loan con- 
tracts, so that before we are involved in trouble the public may 
know the terms that cause the trouble. Certain recent Central 
American loans, I suspect, might never have been made had 
their makers expected such publicity. Finally, I suggest a 
principle of infinite complication, contrary to international 
precedent, which can be simply stated thus: That Americans 
investing abroad do not expect the American Government to 
provide them, in the countries where they invest their money, 
with better protection than the citizens of those countries them- 
selves receive. 
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INTERNATIONAL TRADE RELATIONS 


TRADE BARRIERS AND CUSTOMS DUTIES 


NORMAN H. DAVIS 


Formerly Assistant Secretary of the Treasury and Under Secretary of 
State of the United States, and an American Delegate to the 
International Economic Conference at Geneva 


RTIFICIAL restraints on International Commerce are 

A not new. Governments have always claimed that it 

was an undisputed prerogative of sovereignty to es- 

tablish the terms on which aliens could trade within or across 

their frontiers. The Moorish Corsairs of El Tarifa, near 

Gibraltar, levying a tax on all commerce through the Straits, 
gave their name to a practice which was very, very old. 

In modern times, tariffs have been imposed not only to raise 
revenue, but to protect home industry from foreign competi- 
tion. Theoretically, such “ protection” is a subsidy to local 
producers, which must be paid for in higher prices by local 
consumers. There are, however, great practical difficulties 
in reaching any definite appraisal of the amount of this sub- 
sidy, who pays it and the effect on the economic life of the 
nation. 

The prosperity or adversity of a country is due to multiple 
and complex causes, of which tariff policy is only one. The 
size of the home market; the natural resources; the type and 
industrial fitness of the population are considerations at least 
equally, if not more important. It is difficult to prove whether 
any country is prosperous because of, or in spite of high pro- 
tection. The three countries today with the highest tariff 
levels are the United States, Spain and Russia. The stand- 
ard of living varies greatly in these countries. Obviously a 
high tariff does not suffice to bring prosperity to a country 
which is poor in natural resources like Spain, or torn by 
revolution like Russia. 

In the years immediately preceding the War, there was a 
tendency toward increasing protection. Great Britain alone 
of the industrial nations believed that its prosperity was en- 
hanced by free trade. 
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The Post-War Period 


After the destruction of capital, the loss of man-power, the 
long interruption of normal production, the obvious impover- 
ishment, caused by the World War, it would seem that long- 
visioned, broad-minded selfishness would have dictated a 
policy of closer cooperation between the nations. Only by cul- 
tivating existing markets and opening up new ones, by stimu- 
lating production, by freeing economic life of its trammedls, 
could the loss be speedily made good. But almost without 
exception the nations took the other course. Old trading 
units, like the Austrian and Russian Empires, were broken up 
not only politically, but economically. The five thousand miles 
of new frontiers became so many more barriers to the free 
exchange of commodities. Two fallacies—now generally 
recognized as fallacies—stimulated this movement. First: 
many believed that they could best achieve prosperity at the 
expense of others and that the more they penalized or blocked 
the trade of their neighbors, the more they would profit. It 
is pretty generally recognized today that no nation can long 
prosper in the midst of bankruptcy. The lowering of pros- 
perity, which comes from general blockade cannot be com- 
pensated for by protective tariffs. And, secondly, the wave 
of political “ nationalism’ which swept over Europe—es- 
pecially in the near East, where new nations had won their 
long desired independence—inevitably became economic na- 
tionalism as well. Despite the fact that all the trend of our 
day is towards increasing economic interdependence, the 
fallacy of “ self-contained nationalism ”’ has had a great fol- 
lowing. The general staffs became high protectionists, in- 
sisting that all the key industries of war supplies should be 
built up at home. We can picture the confusion, by suggest- 
ing that the militia of each of our forty-eight states insist on 
having their army motor cars built in their own state and be 
able to impose interstate tariffs which would make it possible 
for agricultural states to build automobiles in competition with 
established industrial centers. 

This ‘ economic nationalism” meant adding the waste of 
duplication to the impoverishment of war. New plants, built 
where they could not be economically operated, were kept 
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alive by high tariffs. Old plants, which had grown up natur- 
ally near fuel or power and raw material, lost their markets 
as a result of these tariff walls, and so, forced to close down, 
threw new brigades and army corps into the ranks of the un- 
employed, which lowered the level of living and the general 
purchasing power. 

Not content with formal and declared tariff war, many 
nations sought even greater “protection” by embargoes, 
import and export prohibitions, juggling with terminology in 
the tariff schedules and complications in customs formalities 
which further impeded trans-frontier trade. The attack on 
competitive foreign commerce is often veiled, sometimes taking 
the form of “sanitary regulations”. All sorts of ingenious 
tricks have been tried to beat the axiom, ‘‘ You cannot sell 
abroad, unless you buy abroad ”. 

The raising of tariff barriers was also stimulated by the 
fluctuation and depreciation of currency. As currencies fell 
in some countries, tariff walls rose in others as a protection 
against an influx of cheap goods from the areas of cheap cur- 
rency. These protective measures were deemed necessary to 
safeguard home industries, but the closing of markets to the 
goods of the countries suffering from currency depreciation 
made it more difficult for them to cure their exchange and 
currency troubles. Nevertheless, currencies have now been 
stabilized or gotten within control, but the barriers which were 
raised against unstable currencies still remain and hamper 
commerce after the reason for their erection has disappeared. 

Tariff revisions have been frequent and almost always up- 
ward. Inevitably it is cumulative, for it invites retaliation. 
If A could raise its own tariffs and persuade the rest of the 
alphabet to lower theirs, A might gain. But this is not hu- 
man nature. B, C, D and Z raise theirs in retaliation and 
the hoped-for gains prove illusions. As it becomes apparent 
that the profits of this policy of erecting barriers to trade are 
less than anticipated—that it defeats its own purpose—the 
losses which all suffer from the slowing down of commerce 
become even more apparent. 

The policy of protection means, in the long run, the sacri- 
fice of the foreign market for the home market. The ten- 
dency towards mass production, the outstanding development 
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of our economic era, demands mass consumption, the largest 
possible market. An equally important fact of our day is the 
increasing complexity of industry—mass production is not 
possible without access to all sorts of raw material. Major 
industries gather their raw material from the four corners of 
the earth. A country like our own, with its vast continental 
area—the largest free trade area in the world—furnishing the 
greatest part of its basic raw materials, consuming nine-tenths 
of its production, has been able to pursue a policy which sub- 
ordinates the foreign market. Nature has been very bountiful 
tous. Within limits, as yet undetermined, we can live on our 
own fat, but we are reaching out more and more for raw ma- 
terials from abroad; our home market is already becoming too 
small; and we must have additional outlets for our surplus 
products and wealth. 

The typical country of Europe is small; there are relatively 
few consumers at home. It is lean—poor in raw materials, 
It lacks the resources and markets essential for economic units 
of production and distribution. It cannot afford the luxury 
of a policy of economic nationalism. 


The Geneva Conference 


The business men of Europe have been seeing with more 
and more alarm the disastrous results of ‘‘ economic national- 


ism ’”’ and its accompanying tendency tu ever-increasing arti- 
ficial interference in trade. Uneasiness was being expressed 
by Chambers of Commerce everywhere. And in May, 1927, 
there gathered at Geneva the World Economic Conference. 
Much valuable spade work had already been done by the Pre- 
paratory Commission and by the Economic Section of the 
League of Nations. The information which was given us, 
in a series of pamphlets, furnished a remarkably comprehen- 
sive picture of present economic conditions. Men from every 
country, men from every special industry could see how their 
individual problems fitted into the general picture. Viewing 
the whole in proper perspective, all could see larger signi- 
ficance in the details, with which they were familiar. This 
matter of tariffs was discussed, not from the viewpoint of any 
particular manufacturer and his—possibly selfish—interests, 
but from the international viewpoint, from the viewpoint of 
the prosperity of all, the viewpoint of the common weal. 
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Approaching the problem from this angle, it was at once 
obvious that, while the determination of fiscal policy is a mat- 
ter of domestic jurisdiction, it is a matter of more than do- 
mestic concern. The world has become so interdependent in 
its economic life that measures adopted by one nation affect 
the prosperity of others. No nation can afford to exercise 
its rights of sovereignty without consideration of the effects 
on others. National selfishness invites international retalia- 
tion. The units of the world’s economy must work together, 
or rot separately. 

The Economic Conference made no attempt to determine 
an ideal tariff level—to settle the old controversy between 
protection and free trade, between high and low tariff. No 
attempt was made to tell any nation what it should do. 

The Conference, however, did reach unanimously, certain 
very definite conclusions. I do not have to remind you of 
the composition of the Conference. There were industrialists, 
bankers, economists, agriculturists, and laborers. It was as 
authoritative a body of experts in the matter as was ever 
convened to discuss economic questions. They were unani- 
mous in favor of simplification of customs terminology and 
formalities; they recommended universal adherence to the 
unconditional most favored nation principle; they condemned 
all veiled and indirect methods of increasing the barriers of 
trade; they pointed out emphatically the difficulties of frequent 
alterations in schedules. And they agreed that further height- 
tening of the barriers would be disastrous, that the time had 
come to take the other direction and reduce them. 

The Conference was not composed of official governmental 
representatives. It did not have “ power” to bind anybody. 
But that it expressed the considered conviction of the busi- 
ness world is, I think, proved by the cordial and unanimous 
endorsement of its findings by the Congress of the Inter- 
national Chamber of Commerce at Stockholm. Even more 
encouraging is the news that its resolutions have been form- 
ally endorsed by the following governments; Germany, 
Holland, Belgium, Czecho-Slovakia, Austria and the Scandi- 
Navian countries. 
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Armaments 


It is impossible to study the question of reducing these 
artificial “ restraints to trade”, without being reminded of 
the very similar problem of the reduction of armaments. In 
one case, as in the other, the matter comes directly under the 
sovereign rights of the nations. Any country has a right to 
build up the military establishment it desires. Any nation 
has the right to erect such barriers against international com- 
merce as it thinks will serve its interests. But in both cases, 
the free and uncoordinated exercise of this right has caused 
great economic burdens and universal embarrassment. In 
both cases any step taken by one nation to protect its own 
interests is immediately rendered inadequate by the retalia- 
tory action of others. 

It is, I believe, generally conceded that the only hope for 
the reduction of the burdens and dangers of excessive arma- 
ments is through some form of international agreement. [| 
submit that this is also the only method by which we can find 
sufficient relief from these excessive barriers to trade. Inter- 
national agreement means negotiation, consideration of the 
other’s situation and needs—and mutual concessions. 

If each government is to continue, as has been the custom 
in the past, to fix its customs policy, its military program, as 
an isolated, individual act of sovereignty, without thought of 
the repercussion on other countries, the pyramiding of tariffs, 
the piling up of armaments, is inevitable. We can hope for 
relief, in the one problem as in the other, only by the method 
of give-and-take cooperation, by taking the friendly, consider- 
ate and broad view. 


America’s Part 


When we come finally to the consideration of America’s 
relation to this problem, we must answer two questions. 
First: are we sufficiently interested to do anything about it? 
Secondly: if so, what? 

Clearly we have stood in a special position, not so much 
because of distance—the Lindberghs are constantly reducing 
that—as because of our structure. International trade has 
not in the past been as important to us as it is to many Euro- 
pean countries, but our export trade, while small in com- 
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parison to our domestic trade, is rapidly growing in volume 
and importance, and, with the possible exception of Great 
Britain, is now greater than that of any other nation. At 
present, it is largely based on credit supplied by our investors. 
Purchasers of our products come to us because we have a 
practical monopoly of the credit they need. We have thus 
been able to sell our surpluses and let our foreign customers 
and debtors worry about the trade barriers, but that cannot 
continue indefinitely. 

While I am not a protectionist, I recognize that, with the 
exception of agriculture, our country has been generally 
prosperous under a high protective tariff, as it has also been 
under a tariff for revenue only; and I admit that our con- 
sumers have been able to absorb, without apparent detriment 
to our economic life, the cost of tariff subsidies. We have, 
however, now changed from a debtor to a creditor nation, 
which must alter the effect of our tariff upon our economic 
life and that of other nations. The real test of our tariff 
policy will come from the need of additional markets and the 
necessity to safeguard and recover our foreign loans and 
investments. Whatever our differences of opinion about our 
own tariff policy, I find little dissent from the proposition that 
Europe cannot regain its prosperity unless action is taken to 
reduce these trade barriers—as recommended by the Economic 
Conference at Geneva. 

Mr. Henry M. Robinson, speaking for the entire American 
Delegation at the Geneva Economic Conference, answered the 
first question. ‘‘ Our own experience,” he said, ‘“ has taught 
us to consider ‘ prosperity’ as a whole. No industry lives 
healthily in a period of general depression and instability. 
No nation can enjoy its full economic activity unless other 
nations are prosperous. The American people are profoundly 
interested in the peace and prosperity of Europe.” 

There is one other point which I submit for your consider- 
ation. We, as the growing creditors of Europe, have an added 
reason to desire the restoration and increase of its prosperity. 
If we are to continue to lend money to Europe, if we are to be 
repaid on existing credits, it is to our interest to do all in our 
power to help Europe in her effort to free herself from this 
throttling, smothering tangle of artificial trade barriers. 
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With our increased efficiency, through labor-saving devices 
and mass production, we have raised our standards of living 
and our purchasing powers above that of any other country, 
Instead of being at a disadvantage in competing with Europe, 
as was formerly supposed to be the case, because of the low 
wage and standard of living in Europe, it is becoming in- 
creasingly evident that Europe is at a disadvantage in com- 
peting with us just because of their low wages and low stand- 
ards of living which reduce their efficiency, their earnings, 
their purchasing power, and their consumption. 

The second question: “‘ What can we do?” remains to be 
answered. There is unanimous feeling among our citizens 
that the results of recent cuts in direct taxation have been 
beneficial. I suggest that a cut in indirect taxation would 
have an equally beneficial result in our national economy. It 
would even be more popular, for whereas direct taxation falls 
mostly on the more prosperous few, indirect taxation bears 
on all. But it is especially because of its effect on the inter- 
national problem that I advocate it at this moment. 

The experts gathered at the Geneva Conference and the 
leading business interests represented in the International 
Chamber of Commerce have expressed the conviction that the 
removal of barriers which unduly hamper trade would pro- 
mote the prosperity of all the world. A ten per cent reduction 
of all of our tariff schedules would be a wise and effective way 
to set an example in a policy of removing such barriers. It 
would not work a hardship upon any of our efficient indus- 
tries, and it would bring relief to many of our people. It 
would also have an enormous effect upon opinion through- 
out the world and encourage the adoption of policies which 
would make the world more peaceful and more prosperous. 
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CAPACITY OF WORLD MARKETS TO ABSORB 
EUROPE’S SURPLUS PRODUCTS AND TO 
AFFORD EMPLOYMENT TO EXPANDING 
POPULATION 


G. B. ROORBACH 
Professor of Foreign Trade, Harvard University, Cambridge, Mass. 


treatment within the time limit allowable this after- 

noon. It is also quite evident that the nature of the 
subject requires much statement of opinion, based upon data 
that are incomplete and difficult, if not impossible, to obtain 
concerning the conditions determining world capacity to pro- 
duce and to consume. Fortunately, it is not my task to an- 
swer the question as to how and when the present barriers 
to world economic expansion may be removed. I can only 
attempt to show what may be expected to occur if once the 
opportunities of possible industrial and commercial expansion 
are freed from present barriers. I wish to touch upon five 
points, namely: (1) The nature of Europe’s exportable sur- 
plus; (2) The present import trade of the world; (3) The 
capacity to expand world imports; (4) The likelihood of 
Europe’s supplying a substantial share of increased world im- 
ports; (5) The capacity to employ expanded population. 


T HE subject assigned to me is a rather ponderous one for 


Europe’s Exports 

Although Europe’ is exceedingly rich in natural resources, 
its dense population and high degree of industrialization leave 
but a small surplus of foods and raw materials for exporta- 
tion to countries outside of Europe. Except for British coal 
and German-French potash, neither raw materials nor food- 
stuffs enter largely into European over-seas trade. Typically, 
Europe’s exports are manufactured goods. In 1912, for ex- 
ample, 79 per cent of Great Britain’s exports were classified 

1For purposes of this paper, the term “ Europe”, unless otherwise indi- 


cated, is used to include only central and western Europe; that is, industrial 
Europe. 
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as manufactured products; Germany’s percentage was 64.6, 
Belgium’s 57, and France’s 58.4 per cent. If European ex- 
ports expand, it must be through manufactured goods, 
Furthermore, it is in manufactured goods that the chief ex- 
pansion of over-seas imports must occur. 

The potential capacity of Europe to produce industrial 
goods is very large. With a major share of the world’s fac- 
tory equipment before the war, the war gave increased acceler- 
ation to industrial expansion. In some industries, notably 
steel, ship-building, and cotton spinning, Europe’s capacity to 
produce is not only now greater than pre-war, but greater than 
existing world demand. In other industries, however, post- 
war demand has kept pace with expanding mill capacity and 
in 1925 Europe’s actual production of industrial goods was 
greater than pre-war.* 

While European exports have declined in certain lines, 
they have increased notably in others, so that, in spite of the 
fact that the consuming power of the world apparently is not 
back to what might normally have been expected had there 
been no war, European exports in 1925 were nearly equal in 
quantity to the exports of 1913.* The increases and decreases 
in exports, however, have not been equally distributed over 
allof Europe. For example, while the exports of cotton piece 
goods from Great Britain have greatly declined, chiefly due 
to the falling-off of the Indian market, Belgium, France and 
Italy are all exporting materially greater quantities of tex- 
tiles than pre-war.* In this connection it is significant that the 
United States imported from Europe three times as much 
cotton piece goods in 1924-1925 as in 1912-1913, twice as 
much woolen piece goods, and 50 per cent more of silk piece 
goods. 

New exports have developed. Notably, artificial silk, of 
comparative insignificance in 1913, has grown into an export 
of very important magnitude. While the production and ex- 


1 International Economic Conference, Summary Memorandum on Various 
Industries, p. 9. 


2 According to Memorandum on Production and Trade, International Eco- 
nomic Conference, p. 35, the percentage was 96.6. 


Summary Memorandum, p. 22. 
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port of dyestuffs has greatly declined, other chemicals have 
increased, notably nitrogen production, which has expanded 
two and a half fold, displacing to a considerable extent the 
importation of Chilean nitrates. Ship-building is less today, 
but the production of electrical machinery has increased in 
France more than two and a half times pre-war; in Italy over 
three times; and in Great Britain, over forty per cent." Even 
the imports of electrical and industrial machinery from 
Europe into the United States, a machinery-exporting country, 
have much more than doubled in value, though not in quantity. 

These facts, among others of similar nature, are eloquent 
not only of Europe’s continued power to produce, but of the 
already growing capacity of world markets to consume Euro- 
pean fabricated goods in spite of the great handicaps pro- 
duction and trade have encountered during the post-war years. 


The Present Import Situation 


According to the Memorandum on Production and Trade 
issued by the Economic and Financial section of the League 
of Nations* the total quantum of imports into the various 
countries of the world, including European nations, was 
greater in 1925 than in 1913 by only five per cent. Imports 
into North America, however, during this same period in- 
creased in volume 37.6 per cent; for the Caribbean countries 
26.6 per cent; for Asia 24.2 per cent; for Oceania 32.5 per 
cent; for Africa 1.6 per cent. South America showed a de- 
cline of 3 per cent and European imports were less. Aside, 
therefore, from South America, there has been a very material 
increase in the import consumption of the non-European world 
since 1913; and the increase in importations during the last 
three or four years has been marked. 

The post-war growth of imports by absolute values into 
typical non-European countries and the place that Europe 
occupies in supplying those imports are shown in Table I. 


' Summary Memorandum, p. 16. 
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TABLE I 


IMPORTS OF MERCHANDISE INTO LEADING COUNTRIES 


[Vo.. XII 


SHOWING THE VALUE OF 


TOTAL IMPORTS, THE VALUE OF THE IMPORTS FROM EUROPEAN INDUSTRIAL 
COUNTRIES, AND THE PERCENTAGE OF EUROPEAN IMPORTS OF TOTAL IM PORTS! 


Argentine 
Value in pesos oro (000,000’s omitted) 


Year Total Imports 
828 
876 

Japan 

Value in yen (000,000’s omitted ) 

729 
1,890 
1,982 

Canada 

Value in dollars (000,000’s omitted ) 

619 


From Europe 


391 
418 
577 
539 
414 


207 
379 
401 
523 
399 


167 
163 
182 
183 
202 


Dutch East Indies 
Value in gulden (000,000’s omitted 


691 


1925 values are not given 


United States 


Value in dollars (000,000’s omitted ) 


3,792 
4,228 


8190 
917 
1,084 
999 
1,139 


% from Europe 
78.8 
60.6 
66.4 
65.0 
47.2 


20. 
28.5 
27.6 


26.9 


1 Data derived from Memorandum on Balance of Payments and Foreign 


Trade Balances, 1911-1925, vol. II. 
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Australia 


Value in £ (000,000’s omitted) 
Includes merchandise, bullion and specie 


79 54 68.3 
103 60 58.2 
131 78 59.5 
140 75 53.5 
Cuba 
Value in pesos (000,000’s omitted) 
TT 180 27 15.0 
268 42 15.6 
289 46 15.9 
ete 205 45 15.2 
India 
Value in rupees (000,000’s omitted) 
1,83,24 1,45,42 79.3 
2,26,18 1,48,13 65.4 
China 
Value in Haikwan taels (000,000’s omitted) 
965 149 15.4 


Since 1922, in nearly all the countries here shown the total 
imports have indicated generally a steady, sometimes rapid, 
increase. In general, also, imports from Europe into these 
countries have increased, though less rapidly than the total 
imports. It is, however, the absolute quantity increase in im- 
ports from Europe rather than the percentage changes in 
Europe’s position that is significant. The world has been 
buying more and more of Europe’s exports. The relative per- 
centage position of Europe in supplying manufactured pro- 
ducts to non-European countries is declining with the increase 
in industrialization, but the actual quantity of imports in- 
creases and, as the table shows, increases most rapidly into 
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those countries which are most rapidly developing their manu- 
facturing industries; for example, Japan, United States and 
Australia. India appears to be an exception to this rule, but 
Indian industrial development has been very greatly depressed 
during post-war years. 

Because of the unequal areas of various countries, and the 
great variations in densities of population, it is difficult to get 
a wholly satisfactory measure of the relative importance of 
imports to various regions. Perhaps the most satisfactory is 
the import trade per capita. As shown in Table II, there are 
two main regions of large imports: first, the highly industrial- 
ized sections of northwestern Europe, North America, to a 
lesser degree, Japan. The second area comprises the develop- 
ing frontier regions, principally of the temperate zones— 


II 


Per Capita Imports (1924) IN ORDER OF IMPORTANCE FOR COUNTRIES WITH 
MORE THAN $5.00 PER CAPITA 


wee 86.00 Central America ........... 13.00 
Union of South Africa .... 36.00 Portuguese East Africa..... 9.00 
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Australasia, South Africa, southern South America and 
Canada. With the exception of Cuba and the Federated 
Malay States, the per capita importations into the tropics are 
very small; likewise, into the densely populated, but backward, 
countries of eastern Europe and Asia. 

It is significant that in the areas of present low per capita 
imports those sections which have come under the influence or 
direction of the advanced nations have developed, or are de- 
veloping, an import trade much greater than similar neigh- 
boring regions. For example, the per capita imports into 
Manchuria amount to $7 as compared to $2.12 for all of 
China. The high per capita importations into Algeria re- 
flect the development in that region by the French, and the 
large import trade of the Malay States, which has been a 
recent development, is, of course, a result primarily of the ex- 
ploitation of the rubber and tin industries under the influence 
of the west. 

The high per capita importations into the northwestern 
European countries may be taken as typical of the capacity of 
highly industrialized and densely populated countries to im- 
port. Australia and Argentine are typical of sparsely popu- 
lated but progressive agricultural regions; Japan is illustra- 
tive of the capacity of the newly industrialized, but densely 
populated sections of the Temperate Zone; and Cuba exempli- 
fies the possibilities of the rich tropical sections. 


Capacity of Countries to Import Manufactured Products 


The capacity of a country to import is, of course, dependent 
primarily upon its capacity to buy—to buy beyond the ability 
or the desirability of the country to produce at home those 
products which its inhabitants demand. The capacity of a 
country to buy, in turn, rests upon the country’s own produc- 
tive powers; tor it is the capacity to purchase that furnishes 
the incentive and the means for buying. The ability to ex- 
pand production capacity depends upon the nature and extent 
of the country’s natural resources and the number and quality 
of its population. A country of great resources occupied by 
a capable population has the possibility of large productive 
capacity and will command the attention of investors, of man- 
agers, and, if sparsely populated, of immigrants. 
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For a new country with this capacity for economic ex- 
pansion there may be said to be two stages in the development 
of its import trade: first, the period of growth of the coun- 
try’s productive capacity; secondly, having become equipped 
for production, the period of expansion of the national in- 
come when the country’s ability to buy is further extended by 
its increase in wealth, due to increased production. 

During the period of growth of productive capacity, large 
imports of equipment material from the more advanced in- 
dustrial nations are required. This is the period of road and 
railroad construction; of the opening of new mines; of agri- 
cultural expansion; of the erection of industrial plants, public 
and private buildings; of hydro-electric installations and pub- 
lic utilities of all kinds; and of all those varied activities of 
a modern industrial and commercial community that require 
large amounts of manufactured goods. Depending upon the 
basic richness of resources and the conditions of economic and 
political stability, this is a period of large imports, not only 
of equipment material, but also of consumers’ goods for a 
population of rising living standards. The United States 
passed through this period during the nineteenth century; 
Argentina and Australia and Japan are now in the midst of 
such a period. 

During the second period—the period during which the 
national income expands as a result of the perfection of its 
equipment for production—imports do not decline, but rather 
continue to increase in even larger measure; for the buying 
power of the population has been greatly enlarged and new 
standards of consumption developed. It is the experience of 
practically all countries that increased home production re- 
sults in expansion of imports. This results from the needs of 
an ever-growing complex industry for better equipment and 
better materials as new inventions and discoveries and im- 
proved methods of production are made known and as the 
demands of the population are broadened by improved edu- 
cation and economic well-being. Capacity to consume, in all 
developing countries of reasonably rich resources, outstrips 
capacity to produce. With every economic advancement, a 
country’s imports increase. 


Furthermore, the trade of highly developed nations with 
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their commercial neighbors generally exceeds by far their 
trade with less developed nations. England was the chief 
customer of Germany before the war, taking 14.4 per cent 
of all German exports. Germany was the second best cus- 
tomer of England, India only taking more of British goods 
than Germany. And yet these two countries were the most 
highly commercialized nations in Europe and were the most 
intense rivals for the trade of third countries. It is signi- 
ficant that in 1924-1925 Germany had come back to third 
place in the British export trade, being exceeded only by India 
and very slightly by the United States. Likewise, in 1925, 
Germany’s exports to the United Kingdom were second only 
to the exports to Holland; and doubtless much of this trade 
to Holland represented goods in transit to the United Kingdom. 

This tendency for developed industrial countries to increase 
imports is well illustrated in the case of the United States. 
Table III shows that the total imports into the United States 
before the war were growing not only in absolute values, but 
in per capita importance as well. During the years IgoI- 
1905 we imported $972,000,000 or $11.75 per capita. In 
1911-1915, the imports were $1,712,000,000 or $17.46 per 
capita. That is, imports not only grew in value, but grew 
more rapidly than our population. 


III 
IMPORTS INTO THE UNITED STATES 1 


MERCHANDISE ONLY, IN THOUSANDS OF DOLLARS 


Total Imports 
| Total Yearly 


Per Capita Manufactured! Per Capita Per cent 

Imports Total and Semi- Imports of Manufac- 

Year ( Thousand Imports | manufactured| Manufactured; tured to 
dollars ) (Dollars) |Goods (Thou-| Goods Total 

sand dollars) | (Dollars) 
| 

1901-1905. 972,162 11.75 401,792 4.85 41.3 
1906-1910-.| 1,344,838 14.82 573,065 6.31 42.6 
IQII-I915--| 1,712,319 17.46 | 680,439 6.93 39-7 
I915-1920--| 3,338,354 31.37. | 1,057,987 9.85 31.4 
2,509,148 | 981,798 9.06 39.0 
1922....... 3,112,747 27.55 1,215,624 10.74 | 39.0 
3,792,066 32.91 1,492,029 12.93 | 39-3 
1924.0 3,609,963 30.97 1,405,234 11.95 38.9 
aa 4,220,589 35-66 1,550,818 13.05 36.6 
1926....... 45430,888 37:07. | 1,680,756 14.05 37-9 


1Data from Statistical Abstract, 1926. 
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Of greater significance, however, is the growth of our im- 
ports of manufactured goods. These increased from $402,- 
000,000 in I90I-1905 to $680,000,000 in I9II-1915 in total 
value, and from $4.85 per capita to $6.93 per capita. And this 
was the period during which the United States vastly ex- 
panded its manufacturing industries, and during which its 
exports of manufactures were increasing more rapidly than 
any other group of its foreign trade. The consumption of 
manufactured imports increased fully as rapidly as total im- 
ports, in spite of a phenomenal growth in domestic manufac- 
turing, and during a period of high protective tariffs. 

The same situation is apparent in United States post-war 
imports. In 1924, our per capita imports of manufactured 
goods alone were $11.95; in 1925, they had reached $13.05 
and in 1926, they jumped to $14.05. And the post-war period 
was a period of very high protective duties. Any fears that 
may ever have existed in the past on the part of European 
manufacturers that the industrialization of the United States 
would decrease the demand of the United States for Europe’s 
manufactured products seems rather absurd in the light of 
these figures. American capacity to consume manufactured 
products has outstripped even its enormous expansion in in- 
dustrial production. And the buying power of the United 
States continues to expand rapidly. As estimated by King,’ 
the national income, which was $332 per capita for our 100,- 
000,000 inhabitants in 1910, had reached $779 in 1921; or, in 
1913 values, $452.° The buying power of the United States 
per capita would seem to be from three to five times the rela- 
tively high buying power of most European countries, and 
rapidly mounting upward. The United States is today by far 
the largest single consumer of manufactured imports, as well 
as the largest producer. 

Does this ability of the United States to import constantly 
increasing quantities of goods indicate a similar capacity for 
increases in other parts of the world? And to what extent 
may the United States itself expand beyond its present capa- 


1 Allowance is here made for the estimated increase in population. 
? King, Wealth and Income in the United States, p. 120. 


5 Levin, Income in the Various States, p. 256. 
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city? Answers to such questions must be largely speculative; 
and yet it would seem safe to hazard certain broad conclusions. 
Few believe that the United States has reached the limit of 
its expansion, either in population or in per capita wealth. 
Because of its size, the richness and variety of its resources, 
the energy and initiative of its people, the capacity of the 
United States to consume must remain high and expand be- 
yond its present high rank. Outside of Europe, no region has 
so many advantages for the support of a large population on 
a high standard of living; and the opening-up of the large 
areas of economically backward regions of the world must 
further add to the possibilities of American commercial and 
industrial expansion. 

Few important non-European countries have advanced as 
far as the United States in the development of their latent 
capacities. Even the well-situated temperate zone countries 
still remain relatively sparsely populated and undeveloped. 
While none of these regions is comparable both in extent 
and richness of resource with the United States, nevertheless 
there are important new areas that still require large equip- 
ment to bring them into their full productive power. Such 
are southern Brazil, Argentina, Chile, and northern Mexico, 
in Latin-America; South Africa; Australasia; the Balkans, 
parts of eastern Russia, and Siberia; and Canada and Alaska 
in North America. Many of these regions are in the stage 
of economic development occupied by the United States fifty 
years or more ago. In these regions the need for railroad 
construction and equipment, for example, is almost universal 
and after fifteen years of almost total cessation of railroad 
construction in the world, the amount of such equipment re- 
quired, once the way is prepared, will be very large. The 
possibilities of railroad expansion offer enormous opportunities 
for the exports of products from Europe for many years. 
The building of highways for motor traffic, likewise, is a 
crying need in all but a few of these countries and will re- 
quire not only great amounts of machinery and materials, but 
will stimulate the demand for motor cars and other equipment. 
Motor-car importations may be expected to run well into the 
millions in a few years, if the present indications are not 
wholly deceitful. Hydro-electric installation for municipal 
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and industrial purposes, the expansion of factories, the build- 
ing of cities, the improvements in housing and the growth of 
living standards in every direction are already creating large 
demands for supplies from the older industrial nations. The 
largest per capita importers today are Australasia, Canada 
and Argentina where the capacity for increased population 
with increasing buying power is still large. The experience 
of the United States and the countries of northwest Europe 
in expanding consumption points clearly to a large expansion 
of consumption in these new and progressive but under-de- 
veloped sections of the temperate zones. 

We have taken the United States as a type of new country 
that has reached industrial maturity. In contrast, Japan is 
an old country of dense population now in the process of 
being industrialized along modern lines. In that country, 
the present rate of expansion of imports is even more marked 
than in the new countries that are in process of development. 
Japanese imports per capita increased fourfold from 1908 to 
1923, from $4.41 to $17.21, a greater per capita increase 
than for any other important country in that period. During 
this period the already large population of Japan has very 
rapidly increased—thus making the growth in the absolute 
volume of imports even much more rapid than the per capita 
indicates. It is significant of the capacity of a country to 
absorb imports, that a region so small, so densely populated, 
and so poor in resources as is Japan should continue to ex- 
pand both its population and its per capita imports at the 
same time that its own industries were producing increasing 
quantities of supplies for its own population and for export. 
From 1903 to 1913, Japan’s exports increased 119 per cent; 
but its imports increased 130 per cent. 

Of the principal manufactured imports of Japan, every item 
has increased in quantity post-war as compared to pre-war, 
with the exception of cotton piece goods; and even in this line 
the decline has been relatively small, and many times com- 
pensated by the increases in other lines. For example, cotton 
piece goods imports, valued at 7.7 million yen in 1913, de- 
clined to 5.8 in 1924. On the other hand woolen cloth im- 
ports increased six fold, from 10.6 million yen in 1913 to 66.0 
million yen in 1924; woolen yarn from 4.7 million to 63.5 
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million; machinery from 15 million yen to 216 million yen; 
print paper from 3.5 million to 10.3 million; and so on. With 
the partial exception of machinery, of which the United States 
was a principal source, the chief supplies of these increased 
post-war imports come from Europe. And it must be noted 
that the increases have occurred during a period of depression 
in Japan. The national income of Japan today is estimated 
at only about $60 per capita, one-tenth that of the United 
States. This compares with $113 for Italy and $130 for 
Belgium, two countries of dense population in Europe. The 
buying power of Japan would appear to be capable of ex- 
pansion in the near future to a degree at least equal to that 
of Italy and Belgium. 

China, similar to Japan in density of population, but much 
larger and richer in resources, now has less than one-ninth of 
the per capita imports of Japan. The opening of China to 
modern economic development—a movement which in spite of 
revolution and unrest is gaining slow headway—makes this 
country one of great potential buying power for equipment 
goods and consumers’ goods of all kinds. Even though the 
western business world has greatly over-estimated the indus- 
trial possibilities of China, it still remains true that its capacity 
to produce, and therefore to consume, is very large. And the 
equipment of China must depend, in large measure, on the 
industrial countries of the West. An increase of China’s 
per capita imports to equal that of Japan today, would 
mean an increase of $6,000,000,000 over its present imports 
of $600,000,000. 

The tropical regions are, as we have seen, relatively small 
consumers of imported products. Only two small areas have 
developed high per capita importation—Cuba and the Malay 
States. And in both of these instances, advantages for grow- 
ing highly specialized crops, under the leadership of non- 
tropical nations, have been responsible for the expansion of 
the productive industries that have made possible the import 
expansion. Other large tropical areas, rich in resources, sug- 
gest, at first thought, similar possibilities for economic ex- 
pansion. There are, however, important limitations to the 
immediate and rapid development of most tropical areas and 


hence to the expansion of their capacity to import. We have, 
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I think, greatly over-estimated the tropics as far as its com- 
mercial expansion in the near future is concerned. This is due 
not only to the climatic and labor handicaps to development 
present in the rich but sparsely inhabited tropic lands, such as 
Amazonia; but to the great limitations for economic develop- 
ment of the native populations in the crowded tropics. 

We of the western temperate zone countries have been led 
to estimate the capacity of those crowded tropic lands of the 
far east in terms of European or American capacity to pro- 
duce or consume. We have too frequently based our con- 
clusions on physical resources and numbers of people. We 
have not taken sufficiently into account the human factor. 
Producing and consuming capacity is a function of the quality 
of the human beings who inhabit a land as well as of its physi- 
cal resources and numbers of people. Peoples of low vitality 
and efficiency limit production and hence consumption. The 
limiting factors in India, for example, are not resources but 
peoples. Resources are relatively abundant. The conser- 
vatism ; the lack of physical vitality and energy; the caste sys- 
tem; the superstitions, religious beliefs and philosophies that 
dampen ambition and initiative; these not only are handicaps 
to production but tend to keep standards of living on the low- 
est plane. These handicaps apparently are due in part to 
climate and therefore climate itself offers a permanent obstacle 
to the amelioration of the human limitations to consumption. 

I can see no reason for believing that the present low con- 
suming power of most tropical countries will rapidly expand 
to the standards of the extra-tropical countries. One of the 
strongest incentives to labor is the incentive to expand one’s 
standard of living. This incentive is largely lacking among 
tropical peoples. It is one of the pertinent reasons why the 
tropics remain backward.* It has been under pressure or 


1 An Indian economist, Professor R. Mukerjee, thus speaks of the Indian 
population in his Foundations of Indian Economics: “ There is no desire for 
a better, more comfortable living, both among the cultivators as well as 
among the artisans. There is no competition, no stimulus for improvement, 
no change in customary wages” (p. 4). “The family system discourages 
individual initiative, and consequently there is a loss of personal energy. 
The stimulus to individual exertion being not very great, progress is diffi- 
cult” (p. 32). 
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compulsion from outside that advancement has been made in 
certain tropical areas. That India, after intimate contact with 
the West for a hundred or a hundred and fifty years and under 
the commercial and political tutelage of England, should still 
have a per capita import trade only a little larger than China 
and less than half that of Japan, is significant. One sees but 
little promise that political autonomy now so loudly demanded 
in these tropic lands will accelerate commercial development. 
Nevertheless, the buying power of the tropics is growing, and 
will grow, though in my belief, less rapidly than has been anti- 
cipated. Equipment goods for plantation agriculture, for 
mining, for exploitation of other resources, are certainly to be 
in increasing demand. What has happened in Cuba, in 
Ceylon, in Java and Sumatra in recent years may be dupli- 
cated elsewhere. To say that the tropics will expand less 
rapidly is not to deny that the industrial nations will not find 
there important and growing markets. 


Will Europe Supply the Imports? 


The economic development of the new and backward coun- 
tries of the earth, we have seen, has resulted in an increase 
of imports—an importation roughly proportional to the de- 
gree of increased production. Importations may decline in 
the percentage of the total supply of goods consumed; but if 
the experience of the advanced nations of the west is a safe 
criterion, the absolute quantity will increase. The inter- 
dependence of advanced nations increases rather than 
diminishes with the increase of wealth and the growing com- 
plexity of modern economic life. The demands of new in- 
dustries for new and better materials, the expanding demands 
of more advanced peoples for greater quantities and larger 
varieties of goods, the fact that the advantages of an inter- 
national division of labor become more apparent as regions 
become economically more advanced—these all are factors 
making for increased imports. 

To this must be added the fact that the present undeveloped 
or only partly developed regions of the world are, in general, 
less well provided by natural advantages for industrial pro- 
duction than is Western Europe. With the exception of the 
United States, there is no large area so well fitted by natural 
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conditions for manufacturing as is Europe nor so experienced 
and well organized for industrial production. Eastern Asia 
—the most promising third region—is much inferior as far as 
natural advantages are concerned. The United States has not, 
on the whole, superior advantages. This does not mean that 
important industrial developments will not take place outside 
of Europe and Eastern North America—in South Brazil, in 
Australia, in South Africa, in India, in Eastern Asia. But, 
at least under the conditions that make for most effective and 
economical industrial production the industrial regions of 
Europe and the United States have enduring advantages in 
resources, in peoples, in organization, in experience. Under 
an unrestricted and efficient international division of labor, 
Europe is well qualified to maintain an advantage in manu- 
facturing. In other words, the great natural advantages of 
Europe, combined with the advantages of an early start and a 
population skilled in the practice and art of industry and man- 
agement, long will make desirable, profitable, and necessary 
an exchange of products between industrialized Europe and 
the rest of the world—an exchange in which the outflow from 
Europe must be chiefly in manufactured goods. 

The leadership of Europe as an industrial region is no mere 
accident. It is not merely a result of an early start, forced 
forward by the accidents of history. Europe, i. e. the continent 
as a whole, possesses an unsurpassed combination of favoring 
geographic, economic, and racial factors. Its resources of 
soil and forest; of mine and sea; of mechanical power stored 
in coal, oil, mountain stream and glacier; of easy accessibil- 
ity to all the world both by land and by sea; of a climate not 
only favoring soil production but the maintenance of an ener- 
getic and resourceful people; all these give a combination of 
physical resources unsurpassed by any region of comparable 
area in the world.’ 


1 With an area constituting only 7.77 per cent of the land area of the globe, 
Europe has 26.5 per cent of the world population, 31.5 per cent of the total 
world railway mileage, 45 per cent of telegraph lines, 60 per cent of the 
gross tonnage of the world’s mercantile marine. Europe contributed in 
1913 over 54 per cent of the world’s coal supply and 59 per cent of the iron 
ore production from some of the largest and finest coal and iron ore reserves 
of the world. It has 38 per cent of the total developed waterpower. It 
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Possessing the foundation on which great industrial de- 
velopments can firmly rest, Europe’s fundamental advantages 
remain essentially unaltered by the events of the Great War. 
To repeat, no region of equal area surpasses this region in the 
favorable combination of natural advantages, although the 
United States may equal it. The large margin of advant- 
age that Europe heretofore has had in supplying the 
world with manufactured goods has diminished and must 
further diminish; but it is evident that Europe will be able 
to continue to produce in large quantities in competition with 
the non-European regions of the world, most of which are 
far less favored industrially. By virtue of its competitive 
advantages, Europe is well fitted to benefit still further by 
the commercial expansion of the rest of the world. In the 
long run, it does not seem likely that a well-ordered world 
will permanently maintain artificial barriers to nullify Europe’s 
advantages, for to do so would be to the detriment of the rest 
of the world as well as of Europe. Neither would the con- 
tinued expansion of Europe’s exports of manufactured goods 
necessarily mean the decline of industrial exports from the 
United States and other manufacturing regions. Adjust- 
ments and changes undoubtedly will be necessary in the types 
of goods produced for export, but the capacity of the world to 
consume seems so large that the favored industrial sections 
can all profit. 


contributes large percentages of total world production of most of the other 
important economic minerals, as follows: antimony, 31 per cent; bauxite, 
60 per cent; copper, 13 per cent; lead, 30 per cent; magnesite, 95 per cent; 
manganese ore, 59 per cent; mercury, 79 per cent; petroleum, 21 per cent; 
platinum, 93 per cent; potash, 99 per cent. pyrites, 90 per cent; sulphur, 
42 per cent; zinc, 38 per cent, tungsten, 23 per cent. 

Although Europe is thought of primarily as an importer of agricultural 
products, that continent in 1913 produced large percentages of the world’s 
main foodstuffs :—o96 per cent of the world’s rye; 52.4 per cent of the wheat; 
62 per cent of the oats; 72 per cent of the barley; 21 per cent of flaxseed, 
and even 18 per cent of the maize. Forty-two per cent of the world’s sugar 
was grown in Europe; 90.6 per cent of the potatoes; 92.6 per cent of olive 
oil. Europe produced of textile raw materials, 26 per cent of wool, 21 per 
cent of raw silk, and about 100 per cent of the flax. Of animals, Europe 
possessed 51 per cent of the world’s swine; 42 per cent of goats, 32.5 per 
cent of sheep and 30 per cent of cattle. Europe has a greater area under 
forest than the United States, and is estimated to have produced in 1913, 
33 per cent of the world’s lumber. 
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Capacity to Afford Employment to Expanding Populations 


There remains but scant time to refer to the second part of 
the long title attached to my subject, namely, “ the capacity 
of the world to afford employment to expanding populations.” 
Here, undoubtedly, is one of the greatest of our problems. 
The expansion of per capita wealth and consumption cannot, 
of course, continue indefinitely with the present rate of popu- 
lation increase. According to Professor Bowley,’ the working 
population of Great Britain—i. e. the population between the 
ages of fifteen and seventy—in 1941 will have increased 26 
per cent over 1910; of Germany 34 per cent; Japan 32 per 
cent; United States 50 per cent; and Australia 61 per cent. 
Even assuming large possibilities of expanding production, 
the ability to employ these populations must become a serious 
problem in the course of time. For, it must be remembered, 
with modern improvements increased production can be 
achieved with fewer men per unit of product. Manufactur- 
ing production in the United States increased 60 per cent from 
1910 to 1920 while the number of employees increased but 27 
per cent. Likewise for food production, while the acreage in 
crops from I9I0 to 1920 increased 14 per cent, the number of 
farmers and farm laborers decreased from 12,380,000 to 
10,660,000 or 14 per cent, without any decline in yield per 
acre.” 

To some extent the increasing rate of productive capacity 
of the enlarged population may be offset by shorter hours and 
the elimination of women and children from industrial work. 
But it is, of course, impossible for the consuming power of the 
world, even with greatly expanding standards of living, in- 
definitely to keep pace with both rapidly expanding popu- 
lation and rapidly expanding per capita production. Never- 
theless, so large are the undeveloped areas and resources of 
the world,’ and so great the probabilities of expanding world 


1 League of Nations: Estimates of Working Population of Certain Coun- 
tries, R. L. Bowley. 


20. E. Baker, “Land Utilization in the United States,” Geographical 
Review (January, 1923), p. 18. 


5 According to O. E. Baker of the U. S. Dept. of Agriculture (Geographt- 


cal Review, January, 1923, p. 25) the area of arable lands in the tropics 
now in use is 1,800,000 acres, 600,000 acres being in pasture. There remain 
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consuming power, that there is reason to believe that before 
the population limit is reached we will have had ample time 
to solve the problem of limiting population to a balance with 
resources ——-in my opinion a balance that will give to a 
much larger population an average standard of living much 
higher than the world dreams of today. The immediate 
danger in regard to food production does not seem to be 
under-production, but over-production. 

The extension of the capacity of the world to produce and 
to consume greatly expanded amounts of both foods and goods 
seems clearly possible and probable. In that expansion of 
consumption, the European industrial area can be expected to 
continue to supply a very important proportion of the increas- 
ing world demands for manufactured products. 


3,200,000 acres of potentially arable land in the tropics. In the temperate 
zones there are now under cultivation 2,500,000 acres, and in addition 
1,500,000 acres of arable lands are in pasture, and a potential 1,000,000 acres 
of arable land not yet used for crops or pasture. 
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THE CONTINENTAL STEEL CARTEL 


LOUIS DOMERATZKY 


Chief, Division of Regional Information, United States Department of 
Commerce, Washington, D. C. 


HE Continental Steel Cartel (/nternationale Rohstahl- 
gemeinschaft— Entente Internationale de lAcier), 
which came into existence on October I, 1926, at- 

tracted an unusual amount of attention. This was due not only 
to the basic character of the commodity affected and the poli- 
tical relations between the leading participants, but also to the 
general assumption that the new combination represented the 
beginning of the movement toward international industrial 
agreements which, according to the prognostications of their 
chief exponents, Loucheur among them, are destined to re- 
place to a considerable extent the politico-economic arrange- 
ments, like tariff, commercial treaties, etc., in the post-war 
economy of nations. To the more objective student of eco- 
nomic movements, the steel cartel marked the reaction from the 
extreme economic nationalism engendered by the war and a 
return to the tendency toward international industrial soli- 
darity, so evident prior to the outbreak of the world struggle. 

It would be difficult to choose a commodity more significant 
and better adapted to serve as a basis for resumption of inter- 
national industrial agreements than steel. This choice could 
be justified on a number of grounds of which we might men- 
tion the most important. 

On account of the tremendous military importance of steel, 
the European steel industry underwent an enormous expansion 
during the war, and a corresponding deflation after the Arm- 
istice, except in the case of Germany, where the currency 
depreciation and the desire to replace the Lorraine plants were 
responsible for the construction of additional equipment. 

The largest producer of steel in Europe, and the second in 
the world, was subjected by the Versailles Treaty to territorial 
losses that were expected to undermine the foundations of its 
iron and steel industry. 


France, a comparatively unimportant factor in the steel 
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export markets prior to the war, not only acquired very exten» 
sive mines and steel plants, but also became a very large ex- 
porter, owing to a considerable extent to currency depreciation, 
a temporary advantage which Germany, with its stabilized 
currency under the Dawes plan, could not overcome. The 
currency depreciation factor also served to intensify the com- 
petitive capacity of Belgium. 

While the enormous increase in the steel production of the 
United States cannot be regarded as a direct incentive to the 
formation of the steel cartel, it is safe to assume that it has had 
a certain psychological effect, not only as a striking evidence 
of the shift in industrial supremacy, but also as an indication 
of the potential strength of American competition in the export 
field. The fact that the growth of the American steel industry 
was accompanied by a certain decline in the British industry, 
would naturally serve to accentuate the need of cooperation to 
protect the position of Europe in the industrial world. If we 
want to depart from the purely economic field, we might call 
attention to the political importance of the commercial treaty 
between France and Germany, and the part played by the 
steel cartel in paving the way for such a treaty. 


Background of the Cartel 


The official text of the agreement serving as a basis for the 
international steel cartel, gives clear evidence of the com- 
plicated problems involved, and includes so many finely bal- 
anced provisions and reservations, as to throw some doubt on 
the permanence of the organization. The adjustment of the 
quotas, the fixing of fines and indemnities, the numerous pro- 
visions for denunciation, would all seem to mark it as a very 
complicated compromise, the result of long drawn out negotia- 
tions. A brief description of the background and environment 
of the negotiations will confirm that impression. 

It is safe to say that the cartel owes its existence primarily 
to the pressure of Germany, and its provisians bear a strong 
imprint of German influence. While it is continental in its 
present scope, and offers certain advantages to the other parti- 
cipating countries, Germany’s desire to recover her position in 
the steel industry and to restore the balance so rudely dis- 
turbed by the separation of Alsace-Lorraine, the change in the 
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customs affiliations of Luxemburg from Germany to Belgium, 
and the temporary separation of the Saar, were undoubtedly 
the determining factors in the organization of the cartel. All 
these factors should naturally be considered, not only from the 
standpoint of their effect on Germany, but also on France and 
Belgium. 

When negotiations for the international cartel were begun 
in 1925, the world steel situation was radically different from 
what it was in 1913. While the estimated world production 
had increased from about 78,000,000 to 89,500,000 tons, the 
proportion of the United States, including Canada, had in- 
creased from forty-two to fifty-four per cent, and the share of 
Europe had declined from fifty-seven to forty-three per cent. 
In the export trade the change was less discouraging, since the 
United States as yet exports a comparatively small proportion 
of its output. The shift within Europe is no less striking. 
Germany and Great Britain have been the chief losers, the 
former on account of the territorial changes involved in the 
loss of the war, and the latter owing to the falling-off in de- 
mand for war supplies and shipping, and the increased cost of 
production. On the other hand, France and Belgium not only 
increased their capacity through the territorial realignment, 
but also became more formidable competitors by reason of 
currency depreciation. It is estimated by some German 
writers that the steel consumptive capacity of Germany to- 
ward the end of 1925 was about half of the pre-war capacity; 
the curtailment of production ordered by the German Raw 
Steel Cartel from August, 1925, to June, 1926, was thirty-five 
per cent, but it is claimed that some of the larger plants were 
running only at forty to fifty per cent capacity. This was 
naturally a serious situation for an industry of the basic char- 
acter of steel, and while reflecting the general loss of produc- 
tivity. was also partly due to the post-stabilization crisis from 
which Germany was suffering at that period. If we add the 
disruption caused in the whole traffic movement between 
Rhenish Westphalia and Lorraine, Luxemburg and the Saar, 
the threatened separation of the Saar industries from their 
German affiliations, and the inability of Southern Germany to 
get its supplies from Lorraine, it becomes quite clear that Ger- 
many was justified in taking the initiative in organizing the 
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steel cartel. In the case of France, the primary factor was 
probably the desire to take care of the output of Lorraine and 
the Saar, which, together with Luxemburg, were cut off from 
the free German market on January 10, 1925, upon the expira- 
tion of the five-year term of free admission into Germany 
provided for by the Treaty of Versailles. An additional fac- 
tor was the desire to settle the commercial relations with Ger- 
many, as it was certain that the organization of the steel cartel 
and the method of disposing of the Lorraine and Saar products, 
were the indispensable preliminaries for the conclusion of the 
Franco-German commercial treaty. 

The delay in reaching an agreement was due not only to the 
difficulties of overcoming the lingering political resistance, but 
also in adjusting the purely technical points involved. There 
was first the question of the so-called “ contingent agreement”’ 
(Kontingentsabkommen), which was to fix the proportion of 
the steel output of the Saar, Lorraine and Luxemburg to be 
admitted into the German market. As was pointed out, the 
free admission of the products of those territories into Ger- 
many, as fixed by the Versailles treaty, expired on January I0, 
1925. The five-year period proved insufficient to enable the 
trade of the territories to adjust themselves to the new chan- 
nels, and the problem of disposing of their steel production was 
still of great concern to the French in 1925. German produc- 
tion had already increased through the construction of plants 
in Westphalia to make up for the losses involved in the separa- 
tion of Lorraine. In the case of the Saar, there was the addi- 
tional complication involved, on the one hand, in the desire of 
the German producers to keep the Saar iron and steel output 
tied up with the German domestic cartel system and, on the 
other hand, in the fact that the Saar competitive capacity was 
affected, like that of France, by the currency-depreciation 
factor. The German negotiators, realizing the desire of the 
French producers to settle the problem of the disposal of the 
production of the new territories, made the solution of this 
problem contingent upon the conclusion of the steel cartel, 
and the two agreements were negotiated simultaneously. There 
was also, of course, the contingent understanding regarding 
the commercial treaty, as shown by the provisions of the inter- 
national steel cartel and, according to some German authori- 
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ties, a definite commitment as to certain concessions on German 
steel manufactures in the French tariff. 

As finally settled, the iron and steel production of the above 
mentioned territories to be admitted into the German market 
will amount to about fifteen per cent of the total German pro- 
duction, of which 3.75 per cent was for Lorraine, 2.75 per cent 
for Luxemburg, and the remainder for the Saar, with an 
undertaking on the part of France and Luxemburg not to ex- 
ceed the 6.5 per cent ratio of exports to Germany. There is 
no tariff concession involved, and the products are to be 
handled by the German sales cartels in the same way as 
domestic products. In order not to interfere with the old 
connections of the South German industries, it was provided 
that orders from German consumers may be transmitted direct 
to the producers of Lorraine and Luxemburg. As the Saar 
plants belong to the German cartels, their quotas will be 
handled exclusively by those organizations. 


Character of the Agreement 


Briefly stated, the international steel cartel proper provides 
for the fixing of the total output of the participating countries, 
to be determined quarterly ; for quotas for the various coun- 
tries, fixed for the duration of the agreement, but varying, up 
to a certain point, with the total output; for the payment of a 
fixed tonnage fee on the basis of production, penalties for 
excess production and indemnities for underproduction up toa 
certain point. It does not provide for price fixing, nor did 
the original agreement make any distinction between produc- 
tion for domestic or foreign consumption (embodied later as a 
result of German protest). It contains numerous provisions 
for denunciation, seven according to one German authority, 
and its duration is limited to four and a half years, until April 
I, 1931. It is evidently of a provisional character, calculated 
primarily to put a stop to abnormal conditions very detrimental 
to Germany, in particular, and recognized as the basis for a 
series of subsidiary cartels involving the fixing of prices and 
perhaps division of markets. There is no question that the 
original agreement involved considerable concessions on the 
part of Germany, induced probably by the hope of later modi- 


fications under the pressure of changing conditions that would 
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eliminate some of the temporary advantages enjoyed by her 
chief competitors. 

One of the most difficult technical problems was presented 
by the choice of a basis for the total standard production and 
the fixing of quotas for the participating countries. In 1925, 
while Germany was utilizing about fifty per cent of her steel 
plant capacity, France was working at about seventy-five per 
cent capacity. In 1926, the French production still further 
increased, under the stimulus of the franc depreciation, while 
German production underwent a further slump, especially dur- 
ing the early part of the year. Belgium was affected adversely 
by the strike during a part of 1926, and held out for a higher 
quota than she was entitled to by her production during the 
first quarter of 1926, which was finally selected as a basis, with 
certain modifications. The diagram and table on page 102, 
based on German sources, shows the final fixing of quotas, their 
relation to productive capacity and actual production in 1913 
and 1926, and the changes in quotas, in accordance with the 
increase in standard production. 

An examination of the diagram shows that while on the 
initial basis of 25,287,000 tons per year, Germany starts with a 
quota of 40.46 per cent, her quota gradually increases to 43.18 
per cent, as production is increased to 29,287,000 tons, where 
the quotas become fixed; France’s quota, on the other hand, 
is reduced from 31.91 to 31.19; while the share of Belgium, 
which remains constant at 295,000 tons monthly regardless of 
changes in total production, undergoes a decrease of from 12.58 
to 11.63 per cent. This brings out clearly the fact that Ger- 
many was figuring on an improvement in the steel demand that 
would raise the total production above the minimum of 
25,287,000 tons, since the first quarter of 1926, which was 
taken as a basis, was a very critical period for the German steel 
industry. 

The provisions regarding contributions, fines and compen- 
sations are also very interesting, and show the fine system of 
checks and balances that was found necessary in order to bring 
about the agreement. First we have the fee of a dollar per 
ton from every participating country, which was expected to 
perform the double function of providing a fund for operating 
expenses, and also to raise the selling price of steel in view of 
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the problematic nature of the refund. The second object has 
not been attained, and it is generally admitted that with the 
exception of a short period after its organization, the cartel 
has not been much of a factor in the price situation, owing 
largely, it is claimed by the German representatives especially, 
to the loose nature of the agreement and the failure to organize 
the subsidiary selling organizations for which the main cartel 
was supposed to form the basis. For every ton produced above 
the assigned quota a penalty of $4.00 is levied; this serves to 
provide funds for the compensation of $2.00 for every ton 
below the assigned quota, with certain limitations that serve to 
reduce the rate of compensation after the underproduction 
reaches ten per cent of the quota. Production, fines and com- 
pensations are calculated every quarter and the funds are 
distributed every six months, according to actual production, 
as regards the $1.00 per ton fee, and according to quota, as 
regards any surplus remaining after the payment of indemnities. 
As was easily predicted, Germany has been the chief contri- 
butor to the fund as a result of her excess production, largely 
for domestic consumption, while France, whose domestic con- 
sumption has fallen off considerably since the organization of 
the cartel, has been receiving almost the full amount of Ger- 
many’s net contribution. Thus, for the first semi-annual ac- 
counting period, October, 1926, to March, 1927, Germany’s 
net contribution amounted to $3,959,000, or at the rate of 
nearly 51.5 cents per ton produced, while France received 
during the same period $3,415,000, or about 81.3 cents per ton. 
To put it in another form, of the total net contribution for 
the period from the original members of the combine, Germany 
contributed about ninety-six per cent and France received 
about 82.5 per cent, the remainder going to Luxemburg. 
During the period under consideration, Germany overproduced 
to the extent of 1,534,000 tons, while France fell short of her 
quota to the extent of 247,000 tons. 

Another provision of the agreement deserving attention is 
the one relating to conditions for denunciation. According 
to a German student of the subject, there are no less than 
seven contingencies under which the agreement can be de- 
nounced. Each participating country may give notice of 
denunciation during the period from May 1 to October 31, 
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1929; the agreement may be denounced in case of an increase 
in tariff rates on steel products by Germany; a third con- 
tingency which comes into effect after April I, 1927, is in 
case of one of the participating countries discriminating 
against the products of another in the absence of a commercial 
treaty; a fourth one hinges upon the lapse of the agreement 
relating to the distribution of the steel output of Lorraine, 
Luxemburg and the Saar (Kontingentsabkommen) ; the de- 
velopment of new competition exceeding a certain limit may 
give rise to denunciation and the same applies when the semi- 
annual quota falls below 13,139,000 tons, or when the output 
of the participating countries in relation to the total output 
of Europe declines during a six-month period by five per cent 
as compared with the first quarter of 1926. It is quite evident 
that in its organizaton at least the cartel is still in a decidedly 
fluid state, and that pending further developments it is not to 
be regarded as a permanent institution. 

While the cartel has developed certain significant symptoms 
during its first year of existence, it has not greatly extended its 
scope as regards the number of participating countries. The 
inclusion of Czechoslovakia, Austria and Hungary toward the 
end of 1926, involves only an additional quota of 7.272 per 
cent; the joining of Poland, still pending, is of comparatively 
little significance from an export standpoint. The most inter- 
esting possibility, the participation of Great Britain, is beset 
with so many difficulties resulting largely from the lack of 
domestic organization, that it is not generally regarded as a 
factor of immediate significance. The same is true to a cer- 
tain extent of the organization of the subsidiary selling cartels 
which are regarded by the Germans as the raison d’étre of the 
basic organization. The fundamental difficulty seems to lie 
in the difference in the organization of the selling end as be- 
tween Germany on the one hand, and France and Belgium on 
the other. The high degree of organization in the domestic 
market makes it possible for Germany to commit the whole 
industry as regards fixing of prices and division of territory 
for steel products. In France and Belgium, on the other hand, 
there has developed during the immediate post-war period a 
considerable degree of decentralization in regard to exports, 
and the existing organizations and affiliations are naturally 
[902] 
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not very receptive to the idea of a central selling bureau; the 
fixing of the quota for the various steel products naturally also 
presents considerable technical difficulties. It is claimed that 
the European Rail Cartel (Erma), is the only international 
steel product cartel in good working order. Incidentally, it 
may be noted that Great Britain is a party to the Erma, which 
has replaced the pre-war agreement of the same type. The 
drawn wire cartel has just been signed, after considerable 
friction, while the selling organization for shapes and semi- 
finished products is still in process of formation. 


Influence of the Cartel 


The steel cartel has now been in existence for a year, and it 
is possible to form some idea as to the way it has been func- 
tioning, and the lines of its probable future development. 
(See table on page 109.) The immediate effect of the cartel 
was expected to be an increase in export prices that would 
enable the German producers to participate in the export trade 
on a more profitable basis and overcome the exchange dumping 
on the part of the French and Belgian producers. The public 
utterance of some of the more prominent iron and steel men in 
Germany after the negotiation of the cartel, clearly indicates 
that they regarded the $1.00 tonnage fee as an important 
factor in the price situation, and the $4.00 fine as an almost 
absolute deterrent to overproduction. The experience of the 
first year has proven that both assumptions were incorrect. 
After the flurry during the first quarter of the cartel year when 
prices went up considerably, partly for reasons not connected 
with the cartel, the price situation has been dominated very 
largely by the countries whose dumping activities the cartel 
was supposed to stop, and the German producers, in order to 
obtain relief from the fines for overproduction, have found 
it necessary to commit themselves to a sharp restriction of 
their export activity. 

The attitude of the cartel toward fixing the total production 
quota shows that during most of the period it did not con- 
sider itself sufficiently strong to control export prices. Its 
only weapon for affecting prices is through control of pro- 
duction quotas, but during most of the year the fixing of the 
total quotas was influenced primarily by the desire to ease the 
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burden of fines imposed on German producers for excess pro- 
duction, due largely to increase in domestic demand, and not 
for the purpose of adjusting production to demand, which is 
supposed to be the cardinal principle in cartel policy. 

The first quarter started out with an annual quota of 
29,287,000 tons, or 7,322,000 for the quarter; the actual net 
overproduction was 628,000 tons, of which Germany contri- 
buted 575,000. During the second quarter, when the total 
quota was fixed on the basis of 27,787,000 tons, the net excess 
production was 988,000 tons, to which Germany contributed 
959,000 tons. During the same two quarters France’s under- 
production amounted to 86,000 and 161,000 tons, respectively. 
In terms of fines and indemnities, it meant a net contribution 
of $3,959,000 by Germany, of which France received $3,415,- 
ooo. In spite of the fact that the upward movement in the 
German demand and the falling-off in the French activity 
under franc stabilization during the period immediately pre- 
ceding the inauguration of the cartel clearly foreshadowed 
the possibility of excess production by Germany, and conse- 
quently the payment of fines, the German producers began 
to voice their protests against the working of the cartel at a 
very early stage, and there appeared numerous reports regard- 
ing the intention of the German producers to withdraw from 
the cartel; there were also many statements in responsible 
German papers about the effect of the fine system as a subsidy 
on the part of German producers to maintain the French pro- 
ducers in their artificial export activity. The basis of the 
German complaint was that while the principal object of the 
cartel was to eliminate excessive competition in export markets, 
the German producers were being penalized for excess pro- 
duction due largely to domestic demands, while the proceeds 
from the fines went almost entirely to a country whose arti- 
ficially stimulated exports were a decisive factor in keeping 
world prices at a level that largely eliminated Germany from 
the export field. Attempts to obtain a reduction in the fine for 
excess production proved unsuccessful during the first stages of 
the discussion, and the only relief obtained for the third quarter 
was an increase in the total production quota to a basis of 
29,287,000, which also meant an increase in the German quota 
to the maximum of 43.18 per cent. This quota, which has 
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been maintained ever since, regardless of the fluctuation in the 
demand of world markets, was granted in return for an under- 
taking on the part of Germany to restrict exports. 

It was quite natural that this situation, combined with the 
failure of the cartel to perform its primary function of raising 
prices, failed to satisfy the German producers, who kept up 
their agitation for further relief from the burdensome and one- 
sided payment of fines. At the June meeting of the cartel, 
German wishes were met partly by the adoption of the princi- 
ple of dividing German production into two classes, one for 
domestic consumption with a reduced fine of $2.00 per ton for 
overproduction, and the other for export, with the original 
fine of $4.00 per ton for excess production; this reduction was 
to affect production for the third quarter of 1927 (and con- 
ditionally the second), and the separation between the two 
classes was to be made on the basis of 72 per cent for domestic 
consumption and 28 per cent for export. German producers 
undertook to restrict their exports to the level of the second 
quarter of 1927. Some attempt was also made toward meeting 
the German claims for the-extension of the effectiveness of the 
cartel through the organization of subsidiary cartels, and a 
special committee was appointed to work out the plan for a 
selling organization for steel shapes and semi-finished pro- 
ducts. At the September meeting of the cartel, a still further 
concession was made to Germany by a reduction of the fine for 
overproduction for domestic consumption from $2.00 to $1.00 
per ton; the total production quota was retained at 29,287,000 
tons. Some further progress was made in the organization of 
selling cartels for certain steel products, largely under pres- 
sure from the German representatives, but nothing definite as 
to the final form and scope of the organization has been an- 
nounced ; the most tangible achievement seems to be an agree- 
ment on a basis for determining export quotas for shapes and 
semi-finished steel products. The concessions granted to Ger- 
many are contingent upon Germany’s partial withdrawal from 
the export market, which, considering the present price situa- 
tion and the extent of the domestic demand, does not involve 
any considerable sacrifice on her part. A change in Ger- 
many’s domestic situation, involving a falling-off in the de- 
mand, and a consequent increase of interest in export markets, 
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is likely to affect the attitude of the other partners toward 
concessions to Germany as regards fines and total production 


quota. 

To sum up, while the Continental Steel Cartel is undoubtedly 
an important development, and may serve as a basis for an 
extensive organization of the continental production and ex- 
portation of steel products, it has so far failed to achieve its 
principal object of increasing steel prices and the organization 
of selling cartels for subsidiary products. Its present structure 
and the compromises it has been forced to resort to in order to 
retain the German membership would seem to indicate that 
it has still far to go to become the influential factor in the world 
steel situation that it was proclaimed to be at the time of its 
foundation. 


| 


ExpLANATORY NOTE TO CHART ON PAGE 102 


The production for 1926 is theoretical, based on production for the first 
quarter, which served as a basis for determining the quotas. 

In the 1913 production, the percentage of Germany is calculated on the 
present territory, exclusive of the Saar. In the case of France, it includes 
Lorraine; this is done for the purpose of making the figures comparable 
with those of 1926. 

The line which connects the point of the last quota of 209,287,000 tons with 
the respective point of the capacity line is intended merely to bring out the 
relations between the highest quota and present capacity, and should not be 
regarded as indicating a change in the quotas, since the latter do not change 
beyond a total production quota of 29,287,000 tons. 
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RESUI I O CONTINENTAL STEEL CARTEL 
FOR THE FIRST THREE QUARTERS 
1. October to December, 1926 
Actual Production 
Quota Production vs. Quota Payments Receipts 
(000 tons) (000 tons) (000 tons) 000 dollars) |(000 dollars) 
more less 
Germany 3,161 3736 575 1,434 
France.....- 2,283 2,197 86 1,298 
Belgium $46 958 112 174 
Luxembourg.. 608 598 eon fe) ee 307 
Se 423 461 38 3 
Total 7,321 7,950 725 96 1,608 1,608 
IT. Fanuary to March. 1927 
Germany .---| 2,999 3,958 959 | 2,522 
France...... 2,166 2,005 see | 161 2,124 
Belgium .... | 803 924 121 3 
Luxembourg.. 577 583 6 m 406 
| 402 465 63 I! 
Total 6,947 | 7,935 | 1,149 | 161 2,533 2,533 
April to Ffune, 1927 
Germany 3,160 3,990 830 1,680 
France.....- 2,280 2,060 220 1,580 
Belgium .. 850 920 70 | 30 
Luxembourg .. 610 630 20 = 140 
420 460 40° 10 
Total 7,320 8,060 960 220 1,720 1,720 
LV. Three Quarters, October to Fune, 1927 
Germany .. .. 9,320 11,684 2,364 | 5,636 
France..... 6,729 6,262 467 | 5,002 
Belgium . 2,499 2,802 303 | ee | 204 3 
Luxembourg.. 1,795 1,811 16 Te 853 
ae 1,245 1,386 141 21 3 
Total 21,588 23,945 2,824 | 467 5,861 5,861 
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INTERNATIONAL CARTELS AND THEIR 
RELATION TO WORLD TRADE 


JOSEPH SCHUMPETER 


Professor of Political Science, University of Bonn, Germany 


T is really astonishing how strong a hold the idea of 
international combines has got on the public mind, 
This is astonishing because the public mind in general 

is distrustful of what you in this country call ‘ big business,” 
and because the public mind classes combines, trusts, and so 
on, among those things which in life are indeed tolerated but 
do not meet with publicapproval. Notwithstanding this hostile 
talk about combines in general, all the international combines 
that have been either carried out or discussed, have had indeed 
remarkably good press-agents. It is not difficult to account for 
that. It is to be accounted for simply by certain exceptional 
circumstances of the present world situation created by the war 
and post-war vicissitudes. For shortness’ sake, I want to dis- 
cuss briefly these circumstances in three groups. 

First, of course, in very many cases countries have during 
the war lost interests and markets all over the world. This 
does not only apply to the vanquished countries, but other 
countries also have been ousted from their previous hunting 
grounds by the circumstances incident to the war. Now it is 
clear that regaining all these markets, reconquering con- 
fiscated patents, building up lost interests, is a very difficult 
task. On the other hand, it is equally clear that all those 
interests which stepped into the place of the ousted ones do 
not feel entirely comfortable in the new situation. This is 
natural because in many cases inventions, and so on, though 
you can confiscate them, need to be developed. The old 
connections, though broken, may go on existing, and so the 
idea of meeting again to strike a bargain with the old pos- 
sessors of the particular field is rather likely to arise in the 
business man’s mind, and out of this source quite a number 
of plans and discussions about international combines have 
arisen and must arise. So, for instance, within the field of the 
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chemical industry, which is the most important instance for 
this class. 

Secondly, we have the fact that some countries, having 
developed their productive capacity much beyond what it was, 
now want new outlets, and while some countries—first and 
foremost, the United States—do want new outlets, other 
countries know that they will be left behind in the race. The 
most important instance of this latter class of countries is 
France. Hence the enthusiasm which France has always 
shown for this idea of international combines, for combines 
after all have one consequence, among others: they tend to 
stabilize existing positions. It is a pity I can’t give you in- 
stances, but I must pass on to point number three. 

This is, of course, the case which we usually describe as 
the dumping from countries with damaged currency, from the 
countries with low standards of living among the workmen, 
and countries which have reparations or interallied debts to 
pay. Interallied debts act economically exactly as repara- 
tions do. They are payments which are due, indeed, in con- 
sideration of great services rendered, but not due for com- 
mercial value received, and whether you have to claim pay- 
ments out of loans you gave to your allies during the war or 
whether you have claims out of reparations, it amounts to 
much the same thing. Now all these countries are forced to 
export. It is quite natural that the mechanism of the market 
shoul. enable them to export, and if the other countries are 
to defend themselves against this wave of commodities which 
would otherwise deluge them—I do not discuss the wisdom 
of defending oneself against a plethora of commodities—if 
they want to defend themselves against it, anyhow, they are all 
naturally struck with the idea, that the best thing they can 
do is simply to reach some agreement in the form of an in- 
dustrial combine. Industrial combines, private agreements, 
as they are, have this additional advantage, that you can 
conclude them and be quite friends with each other, while 
governments are not. Now it is very difficult for a government 
to take the right economic course of action. To give one 
example, it is impossible for France, politically constituted as 
she is at the present moment, to be anything but hostile to 
Germany, because the only plank on which the parties forming 
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the government coalition agree, is precisely the nationalistic 
feeling. They have not one point in common, apart from 
that. So the government majority would have to disappear 
at once, if this point didn’t exist, and while the government 
therefore must take up a hostile attitude, it is just as well to 
have alongside of such official politics another policy, a private 
one, of agreement. It is from these particular, and in their 
nature, transitory causes, it is on this field of transitory ar- 
rangements, that we must look for results in the near future. 

But, of course, this is not all. The fundamental trend to- 
wards international combines is rooted much more deeply. 
The movement towards international combination is the na- 
tural and inevitable outcome of the movement towards con- 
centration and national combination in general. 

We have come to look on trusts in a milder and brighter 
way than we used to. We have come to realize that although 
we might prefer competition and although all the argu- 
ments about anarchy of competition and wastefulness of 
competition may not be much good, still there is this much 
truth in them: industry itself outgrows the limits set to the 
industrial unit by competitive conditions, industry outgrows 
that size which is compatible with competitive conditions. 
So you must have trusts, you must have combines, which 
are in their very nature monopolistic, and even if you 
don’t want them, you have got to have them. There is no 
use repining for those good old times when we traveled in 
mail coaches. We have got to have railways now, and the 
railway must in some measure have a monopoly. There is 
no remedy against it. 

Now, granting this, and granting furthermore that these 
interests will procure tariffs for themselves, you have then 
on the world market the condition of a perfectly unrestricted 
competition, a competition, that is, which is not restricted by 
that machinery which otherwise regulates production — 
the machinery of costs. Irrespective of costs, the markets 
in the world are flooded with commodities flowing from 
those countries in which trusts produce under sheltered con- 
ditions. Having sheltered and stabilized conditions at home 
means, naturally, a cut-throat competition and very unshel- 
tered conditions abroad. This also is inevitable, and it is 
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inevitable that this state of things should in the end prove 
intolerable to all parties concerned; and so the distant future 
must belong to international combines which will do away 
with dumping and with tariffs, and the like, in some measure 
at least. 

Of course, people who from a free-trade standpoint rejoice 
at this sort of thing because it does away with tariffs or makes 
them superfluous in some respects, are woefully mistaken. 
The tariff is done away with, but what the tariff is calcu- 
lated to do, is done much more efficiently by the combine, 
so the free-trader has little reason to rejoice. But what I want 
to point out principally is that the temporary causes of the 
movement towards international combination, which I referred 
to before, are really coincident with a trend that goes much 
deeper: they are only helping along what would come to 
pass anyhow. 

Now as to the consequences: of course it would be possible, 
strictly speaking,—and many international agreements have 
confined themselves to that,—to talk about trade practices, 
conditions as to sale and credit, and so on, but agreements as 
to these things do not do what people really want them to do. 
The end must be agreement about price, about output, and 
about dividing up the market into well-defined, sheltered, 
safeguarded provinces. This being the case, it is true that in 
the first instance all these combines will have very much those 
results which the opponents of the trust movement claimed 
that the trusts generally have had. Output restriction means 
serving the consumer worse than he would otherwise be served, 
and, for instance, international fines imposed on a party who is 
in default with regard to some of the duties of the contract are 
likely simply to be shifted to the national consumer. In short, 
this international combination will act on national economic 
life very much as a tax would. This is not exhilarating, but 
it is of course only one side of the question. 

Finally, when people really get to understand each other, 
there may be exchange of invention, of which so much is said 
in discussion now. There may be an agreement and a saving 
from omitting overlapping services, and’ so there may be a 
balance of good looming in the future 


this is quite possible 
—just as the modern trust movement within national frontiers 
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has perhaps already yielded some balance to the good, but, 
and this is the last point I want to make, this road is very 
stony and very long. It will take a very long time and a very 
slow growth to come to really such combines as those of which 
I spoke just now, and of which I predicted that they may in 
the end yield a balance to the good. I shall not take the time 
to explain the immediate difficulties—legal ones and others, 
because they are obvious, but the whole thing isn’t ripe yet. 
Only under special circumstances you can obtain a lasting 
result now, organize a really successful combine, but not 
generally. 

It is first of all clear that most of the leading men in all 
countries are really driven to this spirit of understanding, not 
because they like it, but because they are acting under the 
compulsion of business and economic forces. It is just those 
temporary circumstances which I have enumerated, or rather 
hinted at, which account for the willingness to agree. There- 
fore it is easy to account for the phenomenon which you see 
when people talk about international combines. You will 
find that leading men come forward very cordially one day, 
and draw back another day; that they waver in the views they 
express; that they do not dare take a well-defined position. 
Nor is it a wonder that this should be so. 

One day, a short time ago, I heard a leading captain of 
industry, neither an American nor a German, make a speech 
to his associates about the anarchy of competition; about the 
necessity of general international understanding in a generous 
spirit. A few days after, to a small meeting of representatives 
of his subsidiary industries, he denounced the spirit of con- 
ciliation; he was strong in support of competition; he was 
scornful about anarchy of competition, and such silly phrases. 
I met this man at dinner and I reproached him with these 
two statements and [| said, ‘‘ So that is what you understand 
by consistency, is it?” And he said, ‘“‘ Why, yes—no—well, 
I don’t, of course, but when I made the first speech I saw that 
the situation in my industry was very bad and we were really 
in for a severe depression. Since that time I have got other 
figures ; things aren’t half as black as I thought they were.” 

That is naturally the spirit of the whole business. A man 
in practical affairs cannot act according to principles but he 
[912] 
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must act according to the duties of today. He is standing on 
slippery ground; he is met with great difficulties at every turn, 
and every morning he is presented by his chief secretary with 
a long list of what he has to do and what he has to worry 
about, so he does just what the day demands and thinks little 
of the future—and it is just as well that he doesn’t take any 
definite stand, for definite positions are taken for us by the 
logic of the things themselves. That is one thing, but even 
if people did take a more consistent position, they would lack 
the data on which to proceed. How is it possible for them to 
agree on quotas, which are of course a very important point 
in every agreement; how are they to agree about dividing up 
the markets of the world, if their relative strength isn’t tested 
yet, and the relative strength isn’t the strength at the moment 
but it must take account of possibilities. Also sometimes it is 
necessary to bluff in the game. So that it is very difficult to 
have any definite idea about what it is reasonable to content 
one’s self with and to grant to the other fellow. 

These things naturally will hamper progress. Impatience 
is sure to meet with disappointments. But first we can expect 
that some of the problems of our times will be solved in this 
way, and secondly we have got to expect, whether we like it or 
not, that there will be a large amount of international com- 
bination later on. When the world outgrows the spirit it is in 
now, it is quite possible that this movement may show many 
advantages, may usher in a new period, a new industrial revolu- 
tion, a new possibility of industrial and technical progress. 
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THE FARMER’S INTEREST IN EUROPEAN 
TRADE RELATIONS 


E. G. NOURSE 


Institute of Economics, Washington, D. C. 


NE still finds many people entertaining, at least sub- 
consciously, the view that American agriculture is a 
great export industry whose domestic prices are de- 

pendent upon world prices registered at Liverpool. Like many 
other examples of conventional thinking, that view is retro- 
spective—reminiscent of the days when the early flood of 
western grain and livestock products was being poured into a 
rapidly industrializing northwest Europe in direct exchange 
for manufactured products and for capital to finance our rail- 
way expansion and our own early industrial building. While 
recognizing that this was the historic position of eighteenth 
and nineteenth century America, we should yet be alive to the 
fact that such an economic role has now been in large part 
relinquished by the United States to countries of lesser power 
and metal resources or more primitive industrial development, 
such as Argentina, Canada, and Australasia. The future ranks 
of American agriculturists need not expect their fortunes to 
fluctuate up and down in direct response to the ability of Eur- 
opean markets to absorb large bulks of foods, textiles, and 
other farm products of the United States. 

This passing of the specific dependence of the American 
farmer upon European markets does not, however, mean that 
he has lost all interest in European trade relations. It means 
rather that he has come to have a more general interest in the 
whole web of world trade in which European commerce plays 
its involved and varied part. Only the merest suggestion of 
the nature of this widely ramifying interest can be outlined in 
the present paper. Since, obviously, no single characterization 
can be made which will apply to the whole of the lengthy 
category of American agricultural products, it will be con- 
venient to group our discussion under five very general heads, 
namely, cereals, livestock products, cotton, tobacco, and fruits 
and vegetables. 
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The first two of these groups represent typical pioneer pro- 
ducts which dominated the agricultural commerce of the late 
nineteenth century and whose decline in relative importance 
is very marked. Exports of packing-house products, which 
Europe took to the amount of 1,987 million pounds in 1g00, 
totalled only 858 million pounds in 1913 and, after the brief 
stimulation of the war period, have further declined to 365 
million pounds in 1926. During this last quarter century like- 
wise, our European exports of wheat (including flour) dropped 
from a peak of 194 million bushels in 1902 to a trough of 40 
million bushels in Ig11 and a three-year average (1912-1914) 
of 85 million bushels. In 1926, with a large crop, exports 
stood at 112 million bushels, or 57.7 per cent of the 1902 
figure. Meanwhile, exports to Europe of the other principal 
cereals—oats, rye, barley, and corn—dropped from 256 mil- 
lion bushels in 1900 to 11 million bushels in 1914, and amount 
to but 28 million bushels at present. All told, our European 
grain market has today but three-tenths the importance it had 
at the opening of the century. 

Of our tobacco exports, Europe customarily took about 75 
per cent. This amounted to 306 million pounds in 1900 and 
about 340 million pounds just before the war. In 1926, 
Europe’s imports of tobacco from the United States amounted 
to 310 million pounds. While this does not show any clear 
indication of a downward trend in the actual volume of ex- 
ports, this 310 million pounds constituted only 65 per cent 
of the total exports of that year. The European market has 
of late been far from satisfactory to producers of export types 
of tobacco in the United States and is characterized by an 
efiort manifest in several countries of Europe to meet their 


requirements from domestic or nearby sources to as large an 
extent as possible. On the other hand, exports to China have 
risen from 459,000 pounds in 1900 to 85,791,000 pounds in 
1926, constituting in this year nearly 18 per cent of our total 
exports. Furthermore, in the case of cigarettes, which are the 
major item in our exports of tobacco in the manufactured state, 
China took in 1925 and 1926 64.8 per cent of the total and 
British Malaya and the Philippine Islands took another 15 per 
cent, whereas Europe took but 3 per cent. Whether China will 
be able to maintain this position of importance under her 
[915] 
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present economic régime may well be a question of acute con- 
cern to American tobacco growers. 

Exports of cotton have, in terms of total value, percentage 
of crop, and steady growth over a long period of time, con- 
stituted a more significant item of our foreign trade than any 
other single agricultural product. They were in 1900 slightly 
below the high point attained in ’98 and ’99, but continued to 
increase thereafter to a new peak of over I1 million bales in 
1912 and, in spite of the adverse influences of the post-war 
period and boll-weevil damage to the crop, have been recover- 
ing from the low level of 5% to 5% million bales to a new 


high record last year of 11% million bales. 

These figures are for total exports. When we turn to ex- 
amine their distribution among the various consuming coun- 
tries, some interesting phases of the matter come to light. For 
many years prior to the World War, European takings had 
amounted to about 95 per cent or even more of the total cotton 
export movement. In 1919, Europe’s percentage was only 81.4 
per cent of the very small export of that year and, after 
moderate increase, again declined to 81.7 per cent in 1926 and 
73.3 per cent in 1927. Meanwhile, Japanese takings have risen 
from less than 3 per cent of our exports during the period prior 
to the World War to 14.2 per cent of the record-breaking ex- 
ports of 1927. Note also that cotton exports to Canada have 
shown a marked increase over their pre-war figure, being now 
more than double and apparently showing a consistent upward 
trend. Their greatest relative importance was in 1923, when 
they slightly exceeded 4 per cent of our total export. The 
threat that European and particularly British cotton manu- 
facturers might find means to supply themselves to a greater 
extent from non-American sources will probably melt away as 
a result of the swing toward heavier production and lower costs 
in this country. Unless the competitive growth of cotton tex- 
tile industries in Japan, India, Canada, and other non-European 
countries should receive a severe setback, it does not seem 
likely that even in this branch of American agriculture the de- 
clining trend in importance of the European market will be 
reversed. Domestic consumption has, of course, been increas- 
ing at a rate even faster than that of any export market, stand- 
ing at about 4 million bales at the close of the nineteenth cen- 
tury and above 7 million bales today. 
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Our fifth major group of agricultural exports takes us from 
the more extensive branches of agriculture to one of distinctly 
intensive character, but to lines of production toward which 
American farmers are being increasingly attracted. If we ex- 
amine the statistics of exports of fruits, vegetables, and nuts, 
both in their natural state and processed, we find a value total 
exceeding that of the present shrunken export of packing 
house products, not greatly inferior to the value of tobacco 
exports, and roughly more than one-third of the grain crop 
and nearly one-sixth as great as cotton. 

A prosperous Europe in a position to indulge a taste for 
semi-luxuries would offer an attractive outlet for the expand- 
ing product of a branch of agriculture characteristic of our 
present more mature stage of national development and in 
which the competition of newer agricultural lands tends to be 
less severe. As it is, Europe shows a nearly tenfold increase 
in imports of American apples as compared with 1900, and 
four and a half times what she took in 1914. Her takings of 
dried and canned fruits and vegetables amounted to about four 
times those of 1900, and more than three times those of I914. 
At the same time, we should not fail to observe that Cuba took 
in 1926 twice as great a value of vegetables and vegetable 
preparations and Canada some three and a half times as great a 
value as did the United Kingdom, which is by far the most 
important European customer. Mexico, Panama, and Aus- 
tralia together just about equalled the European takings. In 
the international trade in fruits and nuts, Canadian imports 
were practically half as great as those of the United Kingdom, 
and Mexico, Brazil, China, the Philippines, and Australasia 
were all good customers comparable to Belgium, Denmark, 
France, or Norway, but inferior to Sweden, the Netherlands, 
or Germany, and not in the same class as Great Britain. 

Several of these comparisons have served to call attention to 
the preponderant position of Great Britain in our farmers’ 
European export market. Summarizing the fruit, vegetable, 
and nut figures, we find that the United Kingdom took 67.4 
per cent of the total which moved to Europe in 1926. An even 
more striking situation is revealed for packing-house products, 
of which the United Kingdom’s share last year amounted to 
81.3 per cent. Since the corresponding percentage in 1900 
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was only 64.7 per cent, it seems evident that the British market 
has been better maintained than that of the continent during 
the period of marked decline in meat exports, It is natural to ex- 
pect this to be the case with hams and bacon, but some surprise 
may be occasioned by the fact that the United Kingdom in 1926 
showed a rise in her relative position as a taker of American 
lard. In that year, 43.8 per cent of our total lard exports went 
to the United Kingdom as compared with 37.9 per cent in 
1900. During the same period, Germany’s takings rose from 
34.1 per cent to 38.8 per cent, and those of the Netherlands and 
Belgium combined dropped from 17.1 per cent to 11.7 per 
cent. All these figures, of course, raise some question as to the 
extent to which agricultural products imported are used for 
domestic consumption as compared with re-exports. 

As for the cereals, we find the United Kingdom today taking 
nearly 40 per cent of our total exports to Europe. This, how- 
ever, is less than three-quarters of the percentage which she 
took of the vastly larger exports of 25 years ago. Her rela- 
tive importance in the export tobacco market is slightly greater 
than that in cereals and apparently increasing rather than de- 
clining. The United Kingdom took 40 per cent of the 
European total in 1900, 46 per cent in 1914, and 48 per cent 
in 1926. 

Turning to cotton, we find perhaps the most striking situa- 
tion of all. In the decade following the Civil War the United 
Kingdom absorbed 72 per cent of our total European cotton 
exports. In the decade ending 1885, this dropped to 65 per 
cent and to 59 per cent during the following 10 years. The 
last five years of the nineteenth century found England taking 
only 48 per cent of the cotton which we sold in Europe, and 
this dropped to 46 per cent as an everage for the next five 
years and to 43 per cent in 1910 to 1914 (fiscal years ending 
June 30). Indeed, the single year 1914 showed only a scant 
40 per cent going to the United Kingdom. At the conclusion 
of the World War, with Germany largely out of the picture, 
the United Kingdom was again absorbing between 55 and 
60 per cent of European cotton takings. But so rapidly has 
this situation changed during the last few years that today 
Germany, even with her curtailed boundaries, appears to be on 
the verge of disputing first position with the United Kingdom. 
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In the fiscal year ending last June, our exports to the United 
Kingdom were 2.7 million bales and to Germany 2.4 million. 
This shows the United Kingdom furnishing a market for 31 
per cent of our cotton exports, Germany 28 per cent, and Japan, 
as previously mentioned, 14 per cent. 

In the light of the facts thus far set forth, we may now re- 
state the first and somewhat elaborate the second of the general 
propositions with which this paper opened. As for the first, 
it is evident that the American farmer has already found it 
impossible to enlarge, and difficult even to maintain European 
outlets for a desired volume of his products in exchange for 
European industrial goods to be taken by the United States. 
Not alone does he find the desire of American manufacturers 
to exploit the home market a definite barrier to European buy- 
ing of our farm products. He must reckon also with the 
natural desire of these same industrial interests to permit or 
invite the entrance of competing agricultural products from 
such foreign countries as might supply them in exchange for 
industrial products which our manufacturers are amply able 
to produce in excess of the needs of the home market. 

With this somewhat disheartening situation for the farmers 
of the United States emerging out of the present trend of world 
economic organization, the next question becomes: Can another 
sort of market be developed for a suitably modified offering of 
agricultural exports? Are there ways of pushing sales of a 
larger volume of distinctive American products in the expand- 
ing consumer budgets of a revived Europe or of fitting them 
with equal adroitness into the consumption schedules of non- 
European markets as and to the extent that their purchasing 
power increases through the revival of their trade with Europe? 

In this connection, we must remember that the great agricul- 
tural export period of the United States was one in which a 
tremendous process of industrialization was going on in 
Europe and during which, both there and elsewhere, the stand- 
ard of living of millions upon millions of people was being 
advanced at a rate probably never before equalled in the his- 
tory of the human family. The quarter century or so which 
immediately preceded the outbreak of the World War was 
a period when the economic ambition and organized genius 
of Great Britain, Germany, France, Belgium, the United 
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States, and other of the developing trade and industrial nations 
sketched forth a dream of world development in which the 
backward peoples should be brought forward and the forward 
peoples pushed to yet more advanced standards of living 
as a result of the most energetic trade and productive opera- 
tions. We all know of the vigor, not to say ruthlessness, with 
which this benevolent if somewhat mercenary program was 
prosecuted to the remote corners of South America, Asia, and 
south and central Africa until the leaders of the grand exploi- 
tation fell to fighting amongst themselves in 1914. 

Whether, even in the absence of such a check, this market 
movement would have suffered a reaction due to “ undigested 
civilization” similar to the reactions brought about by “un- 
digested securities,’ which according to some diagnosticians 
explain certain recessions of the stock market, is a matter on 
which we need not here speculate. The fact of present practical 
significance is that, except in the United States and a few 
favored spots elsewhere, this process has been suffering a severe 
check or even a distinct reversal in the years since the World 
War. The burning question is whether, how soon, and to 
what extent the renewal of activity and a resumption of the 
rising standards of consumption, as a result of more active 
and more efficient production and a livelier commercial ex- 
change, can again be brought to pass. 

I have listened with the greatest interest to Professor 
Roorbach’s analysis of the probable trend of recovery of 
Europe’s economic fortunes by the rehabilitation of foreign 
markets for her industrial products. It seems to me very dis- 
tinctly that this is a matter of the utmost interest to American 
agriculture, inasmuch as the recovery of a healthy and vigorous 
tone to the trade relations between Europe and the less in- 
dustrialized countries of Asia, Africa, and South America 
would tend to benefit the market for our farmers’ products as 
could no other single force. This benefit would be of a two- 
fold character. 

First, we might expect some enlargement of our direct outlet 
to Europe. Toa certain extent this would presumably stimu- 
late the market for the old staples as recovery of the once 
flourishing markets for British, German, Belgian, or other 
European textile products, cutlery, and what-not might enable 
the factory workers of those countries to eat more American 
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pork products and flour, smoke more American tobacco, or 
wear more American cotton. The share of benefit which the 
United States might derive from such a market strengthening 
would be most marked in those products in which our position 
of comparative advantage is most evident, such as lard and 
cotton, but this would also include other less staple products, 
such as apples, prunes, raisins and, under expert promotion, 
certain processed agricultural products, such as canned goods. 

Second, would come a probably more important indirect 
advantage from the increase of purchasing power in those 
Oriental, tropical, and other outlying markets to which the 
exporters of American agricultural products have been in- 
creasingly turning in these latter years. A recovery of the 
pre-war tempo of European commercial activity would also 
make for a freer market for the silk, tea, spices, tin, wood-oil 
and rubber of the Orient, the wool, frozen lamb, wheat, and 
butter of Australasia, and a variety of export commodities of 
South America, the West Indies, and south Africa. In so 
doing, it would raise the economic prosperity of these countries 
and, by increasing their purchasing power, expand their capa- 
city to absorb American prunes and raisins, evaporated milk, 
tinned butter, and a variety of the more intensive types of 
agricultural commodities for whose production we have at 
home a surplus capacity, with labor and capital seeking to 
secure or at least to retain profitable employment. It would 
support and perhaps expand the market for flour and even for 
rice, which is now moving from San Francisco in appreciable 
amounts. It might possibly add that long-prayed-for inch to 
the tail of every Chinaman’s shirt and even penetrate so far 
into the remotest corners as to put the initial inches of honest 
cotton on the most backward and unclad races. 

While the drift of affairs in China, Mexico, and elsewhere 
does not give too good assurance that such a result will 
promptly come to pass, it grows painfully evident that we 
need some expansion of external markets if our present cotton 
acreage is to be maintained in prosperous production and if we 
are to take care under present standards of productivity of our 
present agricultural population, who seem so unwilling to shift 
from husbandry to industry and who will perhaps find little 
welcome in the latter field as it comes to feel increasingly the 
impact of returning European competition. 
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TRADE BARRIERS AND CUSTOMS DUTIES 


WILLIAM WALLACE NICHOLS 


President, American Manufacturers’ Export Association; Chairman, Tariff 
Commission, National Association of Manufacturers, New York 


N the brief time allotted me, any discussion of the topic 
assigned to this session would be only discursive and 
superficial to a degree, and I am sure the Committee, 

whose understanding is in evidence in the character of its pro- 
gram, had no such idea in inviting my participation. I feel 
justified, therefore, in choosing my way and for my own pur- 
poses I shall take advantage of the hint my title in the program 
conveys to devote my time to reflections on Mr. Norman H. 
Davis’ admirable paper. I do this with some timidity, I must 
confess, for I cannot match his lucid and compelling phrases 
and I can only hope my sincerity may carry conviction. 

Our life’s experiences color our conceptions of its needs and, 
although I agree perfectly with the aims Mr. Davis so elo- 
quently discloses, nevertheless I cannot be sure—and I rely on 
a safe interpretation of the teachings of experience—that the 
course he proposes will realize the great end I assure him we 
both seek. 

Now it happens that a few weeks ago I was called upon to 
discuss this self-same subject under a slightly different title, 
“ Barriers to Foreign Trade,” before the Associated Industries 
of Massachusetts. I think if I quote briefly my conclusion, 
Mr. Davis may find much agreement in our articles of faith. 
I had indicated the many factors appearing in our foreign 
trade relations which operate as distinct barriers and I sub- 
mitted as fundamental much for which our American tariff is 
distinctly responsible. Often it is not what we do that counts, 
it is the way we doit. In fact, tariffs and their effects were of 
necessity the main burden of my argument. Finally, I pre- 
sented the latest statistics of the Commerce Department to 
point the present importance of our foreign trade and I closed 
thus :— 


It is that we shall maintain our present status and, for the general 
good of our country, continue to raise it that I plead for the consider- 
[922] 


| 


No. 4] TRADE BARRIERS AND CUSTOMS DUTIES 125 


ation by industrial America of the ideas enunciated which the American 
spirit of fair play can be trusted to mold into good business policy. We 
all want to believe that American genius, manifested in phenomenal 
mechanical processes, clever sales tactics and intelligent commercial 
foresight, will continue to excite the wonder and emulation of the world. 

But would it not be more to the point and a mark of higher intelli- 
gence if we added to our aptitude for material success a broader view 
of what is involved in developing our commercial contacts with the world 
so that we may work to the advantage of all in the cause of peace and 
greater happiness? Thus we would further general civilization by 
mitigating whatever makes for misery and distress,—conditions which 
always appeal to our pity and in every calamity have evoked our helpful 
response with a spontaneity and effectiveness that has inspired uni- 
versal confidence. After all, we can only reduce barriers to a minimum 
consistent with certain economic exigencies from which no nation will 
ever be entirely free; so long as standards of living vary as much as 
they still do between human beings in different parts of the world, 
compensatory devices in some form will continue indispensable to the 
welfare of the respective nations. 


We have in this country a host of protectionists who are 
foreign traders and I am sure they will not agree that “the 
policy of protection means, in the long run, the sacrifice of the 
foreign market for the home market.” I cannot consent to that 
myself, yet I am firmly convinced that not only does our 
national welfare depend on a flourishing international trade 
but that our future rests on the way we continue to develop 
that trade. To develop that trade under the proper exercise 
of that necessary compensatory device, our protective tariff, 
will be a difficult task, for it requires constant readjustments 
to meet changing conditions, which is a problem whose solu- 
tion is still masked in mystery. The one great step to that end 
was the creation of our Tariff Commission, still very much 
in the experimental,—almost its embryonic stage, whose real 
function is not yet comprehended even by the Congress which 
created it. I perceive here in its development an analogy to 
our Interstate Commerce Commission which has taken more 
than a generation to prove itself,—to gain the confidence of our 
people. To be adequately successful the United States Tariff 
Commission must be organized on an economic rather than a 
political basis. 

This prompts another reflection: Mr. Davis evidently feels 
the need of more tariff legislation, for only by Congressional 
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action can the “Io per cent reduction of all our tariff sched- 
ules’ he recommends, be effected. This contemplates a re- 
sumption of that political control in our tariff evolution, from 
which we have just escaped. We must not forget that Congress 
can act only by composing differences in opinion as great as 
our Nation, as diverse as its complex population under the 
influence of environments of every conceivable variety. It is 
inevitable, therefore, that any tariff schedule formed under 
such conditions will be, as the Vice Chairman of the Tariff 
Commission has so aptly described, ‘‘a compromise of opinions, 
a hodge-podge of conflicting interests, a product of log rolling 
and favor swapping.” In effect, each item thus becomes a 
guess without regard to the economic law that should give it 
being. Tinkering with the tariff is to be avoided for more than 
one reason. Our worthy President’s recent utterances on the 
subject—notably in his speech yesterday at Philadelphia— 
evince a breadth of understanding that merits attention. 

To assign as a warrant for establishing universal free trade 
between nations, the remarkable commercial success attained 
in “the largest free trade area in the world” ignores that 
which makes the latter possible, namely, the prevailing high 
standard of living throughout this area with its correlative 
purchasing power,—controlling conditions never found among 
peoples subject to unrelated, independent developments. No 
“international agreements” can correct these inequalities. 
This does not, however, contemplate the abandonment of inter- 
national cooperation, common understanding, mutual help in 
a thousand ways which tend to the common well-being so much 
to be desired. To sacrifice the industrial progress our com- 
pensating tariff promotes would certainly hinder, not help that 
consummation. 

There are many factors besides our tariff, equally effective 
in creating barriers to foreign trade when we consider that 
the international good will we are able to attract will largely 
determine the character and life of such trade. We cannot 
hope to promote a universal good will by disordered, inconsist- 
ent procedure on the part of any of the factors operating 
abroad on our behalf. The character of our governmental 
representation abroad therefore becomes of prime importance 
in the cultivation of this absolute indispensability,—good will. 
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Herein, the foreign service of our government has a predom- 
inating influence. Probably its greatest defect today is the 
lack of one centralized controlling body in the coordination of 
governmental activities abroad, a judicious guidance instead 
of an uninformed independence now possible and not infre- 
quently in evidence to threaten if not actually impair some 
thriving relationship which has been developed under long, 
arduous endeavor. The 68th Congress disregarded altogether 
this requirement in the debates which led to the enactment of 
the Rogers Bill—the first official recognition of an old, acute 
need of the first order, to be sure—but by that very act Congress 
crystallized, as it were, a woeful defect in the Foreign Service 
of the United States Government, fraught with dire possi- 
bilities. 

In closing, permit me merely to call attention to a report 
prepared for the Conference to which Mr. Davis referred by 
the Association which honors me with its Presidency. This 
report listed 109 specific obstacles to world trade, 56 of which 
have no relation whatever to customs duties. 
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AMERICA IN THE WORLD STEEL MARKETS 


Oo. H. CHENEY 
Vice-President, American Exchange Irving Trust Company, New York 


, \HE steel industry has long been recognized as the baro- 
meter of business. If it is, I sometimes feel that it 
is time it were taken off the wall and given a good 

shake. And yet, if it is no longer a good barometer, it is 
frequently a combination of magnifying lens and convex mir- 
ror. Because steel is a fundamental industry and a great 
industry, it often enlarges startlingly some of the problems of 
all business. 

It is in this way that steel at the present moment is a good 
example of America’s vital problems as a creditor nation in the 
world’s markets. In the steel industry, these problems may 
at this time, perhaps, be more grotesquely dramatized than in 
other industries—but fundamentally the picture is true for 
many other industries and largely for business as a whole. 
The points here suggested for consideration are therefore 
applicable in a wide and urgent measure to much of the world’s 
current economics. 

When the Continental Steel Entente was first announced, the 
leaders of the American steel industry immediately and 
publicly expressed their utter indifference. Not only would 
American producers not join an international steel cartel but 
they had absolutely nothing to fear from the competition of 
one. In an address before a steel trade association, prepared 
some months ago, I ventured to predict that this attitude may, 
in the not far future, prove to be a little too confident and self- 
satisfied. The question was raised—perhaps inconsiderately— 
as to what would happen should some powerful combination of 
foreign steel producers feel that the Americans have been 
“kidding ”’ themselves and set out to call their bluff. 

It is interesting, therefore, to see that only a few days ago 
the United States Steel Products Company, the exporting sub- 
sidiary of the country’s leading steel producers, filed a brief 
with the Interstate Commerce Commission requesting special 
reduced freight rates on steel shipped to seaboard for export 
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in order ‘‘to develop and continue the foreign trade of the 
United States.” The two million tons of iron and steel ex- 
ported by this country are called grotesque as compared with 
Germany’s exports of over five million tons. The brief points 
out that the American industry cannot compete in the world 
markets in spite of higher efficiency and greater productivity 
of our labor because wages abroad are only one-fourth of 
American wages and because average inland freight rates are 
about three dollars a ton higher here. The railroads have ex- 
pressed a willingness to grant reduced rates (not as low as those 
requested) for an “experimental” period of a year. Inciden- 
tally, another leading producer has filed a brief opposing the 
reduction. 

The concern expressed in this brief for America’s export 
trade in steel is not a case of statistical hypochondria—it comes 
from bitter facts. The United States is producing over 48 
million tons of steel a year, over half the world’s total, and 
yet it exports only two million tons of iron and steel annually 
—less than five per cent. The United States Steel Corporation 
exports only ten per cent of its production. Germany ex- 
ported over forty per cent last year, her exports increasing 
seventy-five per cent from 1925 to 1926, thus taking the lead- 
ing position which France had in 1925 and Great Britain in 
1924. The Continental producers have recovered from the 
war and last year their total exports exceeded pre-war totals. 
So far this year the world is ten per cent ahead of last year in 
steel production—but this country is nearly four per cent be- 
hind. 

Increasing steel production in Europe under present condi- 
tions can only mean a fiercer war for market outlets. In spite 
of a stringent system of fines some of the parties to the Entente 
have been exceeding their quotas. The various cartels and 
selling organizations are having considerable difficulty in keep- 
ing their trades properly integrated and content. And yet 
Europe realizes that cooperation must be more than a word if 
its steel industry is to survive. 

The Continental producers have invaded Great Britain and 
struck fear into the steel industry there. In defense, some of 
the British producers have jointly agreed to give rebates to 
their domestic customers who would promise to buy only 
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British steel. In retaliation the German producers obtained 
reduced internal railroad rates on steel for export so as to be 
able to cut prices. 

Even the domestic stronghold of the American producers 
has been invaded. While imports of foreign iron and steel 
last year were three times as large as in the pre-war years, they 
were still only a little more than a million tons, a smail propor- 
tion of the country’s total consumption. But the influence of 
imports cannot be measured by tonnage—small tonnages and 
underbidding may demoralize the whole price structure. Con- 
ditions during the past year, particularly on the east and west 
coasts, have been such that American producers have appealed 
to the government to enforce the anti-dumping laws on a num- 
ber of lines. In structural steel products, for instance, foreign 
shipments and quotations have been used by buyers very effec- 
tively to break prices, and one patriotic superintendent of 
buildings in New York issued an order, since rescinded, for- 
bidding the use of foreign beams. 

The available world markets for surplus steel hold little 
promise of peaceful trade. Canada, Cuba, Mexico, South 
America and Japan are the leading buyers of our iron and steel 
and of those certainly Canada, at least, should remain a logical 
market. But there have been striking fluctuations in these 
markets. In the less developed countries it is a question 
whether big demands will come before domestic facilities are 
built up to supply them. India, Japan and Australia are 
steadily adding to their steel-producing capacity. The world’s 
markets seem to be narrowing as competition increases—the 
struggle for the Chinese market during the past year is an 
indication of the future. 

There is an average of ten million tons of steel available 
in this country every year for export, according to the United 
States Steel Products Company’s brief, and we export only 
about a fifth of that. By exporting ten per cent of its pro- 
duction, the United States Steel Corporation declares, it gives 
employment to thirty thousand additional men and an income 
of forty-five or fifty million dollars to 150,000 pecple, thus 
“contributing very materially, not only to the proper economic 
operation of our plants, but to the prosperity of the country 
as a whole”. 
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Now it is true that the theoretical capacity of pig-iron pro- 
duction in this country in 1925 was fifty-one million tons and 
the production thirty-six million, while of steel ingots the capa- 
city was fifty-six million tons and the production forty-five 
million. During the past year considerable capacity has been 
added by leading companies and during this year production 
has fallen off. For only three months during 1926 blast 
furnaces in operation reached the normal output of sixty per 
cent. 

This excess capacity is a continuous threat to the domestic 
price structure and to profits. Competition in the iron and 
steel industry has turned from the late Judge Gary’s policy of 
“live and let live” to one of “kill or die”. The profits of the 
steel industry are even below the prevailing low averages. 
The profits of industries which depend on iron and steel for 
their raw materials are making on an average twice as big a 
return as the iron and steel industry. The industry has put 
$1,650,000,000 into new plant and equipment since 1914—and 
yet the profit per ton of steel is practically the same as it was 
then. The return on existing values of plant and equipment 
was only 5.33 per cent last year. 

Should the American steel industry stand idle and let the 
foreign steel producers take away its world markets? It 
should. 

What does our export business in iron and steel really mean? 
As it is now, it is a negligible proportion of our production. 
And if it could possibly be increased it could only be by a 
bitter price-cutting struggle. But the export business of Eur- 
ope’s steel producers means the very life of its fundamental 
industry. The recovery and maintenance of that industry is 
at the very heart of the recovery of international economic 
stability. Continued instability would be the price we would 
have to pay and make Europe pay if we insisted on a growing 
export market for steel and other commodities. 

The steel industry in the United States is not so desperate in 
its need for foreign markets that this country and the rest of 
the world can pay that price. The cry for foreign markets is 
a confession of inadequacy in developing domestic markets. 
If the American steel producers could devote the energy and 
thought needed in developing export business against desperate 
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foreign competition to solving their urgent domestic problems, 
the returns would be many times greater. It is true that pro- 
ductivity in steel and rolling mills has increased fifty-nine per 
cent since 1914—but this was accomplished by improvements 
in plant technology and management and not through the 
application of scientific research. 

Europe is learning “rationalization” from us. It is time 
now for us to apply rationalization to new problems—to new 
domestic uses and the development of new domestic markets; 
to the better integration of all factors of the industry so that 
there will not be the ruinous friction there now is between 
steel mill, fabricator and distributor. For example, the poten- 
tial market for steel frames for small houses alone may prove 
more valuable than an unstable foreign market won by eco- 
nomic bloodshed. If the steel industry could strive to regain 
some of the market now being given up to cement, it would 
not only increase volume but would gain some new efficiency 
in the process. 

The steel industry, like most American industries, is volume 
crazy—the greatest problem is not the increase of volume but 
the reduction of costs and the increase of profits. The prob- 
lems of the new competition have not begun to be solved by 
the steel industry—the new competition between different in- 
dustries supplying alternative materials and the new competi- 
tion between different factors in the line of distribution. The 
steel industry is little more backward than other industries— 
but the steel industry, for its own sake and for the sake of the 
economic welfare of the country, can less afford to be back- 
ward. 

The steel industry and most other American industries must 
realize that America is a creditor nation and must adapt them- 
selves to that all-dominant fact. They must realize that it is 
time to stop trying to apply Main Street economics to world 
problems—that they must integrate themselves with world 
industry and at the same time develop their own business. 
They must realize that America cannot be the world’s creditor 
and the world’s factory at the same time—that we cannot in- 
sist on the divine right to the world’s markets—and also to 
the divine right to the world’s gold. 
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DISCUSSION * 


Mr. FREDERICK W. KELSEY (New York): There are two 
observations that have occurred to me in connection with the 
interesting addresses of the preceding speakers. One is in 
reference to the United States steel situation as applied to this 
country and to foreign countries- Those of us who remember 
United States Steel stock at 8, and see it now at its present 
price with dividends, must see the other side of the picture, 
which evidently comes from decreased cost of production. In 
regard to the tariff, some of us have had the opportunity of 
seeing at close range how tariffs are made, and I think if Mr. 
Nichols has gone through that experience, as I dare say he has, 
he has learned that the inside view is something like this: 
Before the Committee on Ways and Means of the House of 
Representatives, where tariff bills are originated and in the 
Conference Committee where they are finished, it is the man 
who manufactures the goods and gets the benefit of the tariff 
who is close at hand and has the ear and the attention of the 
committees, and the people who pay the tariff are viewed 
through the other end of the telescope. 

The second observation is that the tariffs, when they are once 
put up, rarely go down. The same influences that put the 
tariffs up, keep them there, and the President obviously has 
that same thought and conviction, from his expressions in 
Philadelphia yesterday. It is my opinion, as the result of 
some familiarity with the way tariffs are made, that if those 
points of view, as so well expressed by you, Mr. Chairman, and 
so well expressed by Mr. Nichols on the other side, could be 
gotten fairly before the electorate of the country, as also the 


1The informal discussion following the addresses and papers by Mr. 
Norman H. Davis, Professor G. B. Roorbach, Mr. L. Domeratzky, Pro- 
fessor Joseph Schumpeter, Dr. Edwin G. Nourse, Mr. W. W. Nichols and 
Mr. O. H. Cheney, at the afternoon Session of the Conference, is here re- 
produced in large part, with some abbreviation and omission of platform 
amenities. It also includes a brief memorandum by Mr. Benjamin A. Javits, 
of the law firm of Javits and Javits, New York, which he was prevented by 
lack of time from presenting under the informal discussion at the meeting. 
—Eb. 
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question of international amity and the reduction of arma- 
ments, which is one of the great causes leading to war, we 
should all prosper, we should all be better off, all more happy, 
and the nations would make progress and prosperity better 
and faster than they are making it at the present time. 


Dr. JoseEPH MAYER (Tufts College, Mass.) : I should like 
to raise a question in respect to this tariff issue. In the recent 
negotiations between France and the United States over a new 
treaty on tariff, the point was brought out by both countries 
that each is basing its tariff upon an equalization of competitive 
conditions. To what extent has our Tariff Commission suc- 
ceeded in basing the tariff rates upon that principle? Our 
State Department maintains that that is the principle on which 
we go in answering France, and it would seem from the dis- 
cussion and from the points that have been raised here, that 
that is not so; that our tariffs are, as a matter of fact, higher 
than would be warranted by the plan of equalizing competitive 
conditions. For those who do not know exactly what that 
implies, it means trying to measure the costs of production for 
a given commodity in this country and the nearest competitor 
or the highest competitor of the United States, and trying to 
arrange a schedule of duties which will equalize competitive 
conditions between the two countries. 


Mr. ARTHER L. FAUBEL (New York University, and the 
American Tariff League) : In the light of my connection with 
United States Tariff Commission two years ago, I should like 
to answer the last gentleman’s question and also refer to a 
statement made by Mr. Davis. 

The United States Tariff Commission has been functioning 
as an organization, attempting to levy a competitive tariff, so- 
called, since the enactment of the last Tariff Law on Septem- 
ber 22, 1922. The Act of September 22, 1922 was passed 
more or less in the fashion indicated a moment ago, although I 
wish to take an exception. The people who pay the tariff are 
very much in evidence, I should say, in Washington, whenever 
a tariff is levied, as well as the American manufacturers are. 

The Act, however, was passed more or less in the way out- 
lined. Since it was passed, the Commission, working under 
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Section 315 in the so-called Flexible Tariff Law, has been 
endeavoring to make adjustments in certain of the rates estab- 
lished by that Act of 1922, to make the rate agree with the 
difference in the cost of producing the commodity in France 
or in Germany or in Japan, and with the cost of producing it 
in this country. Thus far the Commission has conducted, or 
is conducting, somewhere in the neighborhood of one hundred- 
odd investigations. Some twenty have been completed, and 
reports on them made to the President. All but one, or pos- 
sibly two of those have resulted in increases in the duty. 
Those increases covered wheat and wheat products, butter, 
sodium nitrate, pig iron, barium dioxide, taximeters, to men- 
tion only a few of them. 

It is precisely here that I would take exception to the point 
raised by Mr. Davis in his original talk, namely, that Europe 
and certain parts of the rest of the world are at a disadvant- 
age as compared with the United States, due to the fact that 
our higher standards of living and our higher wages make 
American workmen more efficient and consequently give us a 
lower per unit cost for the commodities produced. That, Mr. 
Chairman, I submit, on the basis of my experience with the 
United States Tariff Commission, is not so. The per unit costs 
of these commodities that I have enumerated here, and of a 
dozen others in this country, with our admittedly higher stand- 
ards of living and our higher wages, have been in each case 
higher than the per unit costs in the foreign countries. 

Referring now to the question of the last gentleman as to 
the extent that the Tariff Commission is endeavoring to carry 
out the features of Section 315, I have indicated that the Com- 
mission has somewhere in the neighborhood of one hundred 
investigations under way. That is, of course, a very small 
number compared with the number of investigations the Com- 
mittee would have to conduct if all of the commodities in the 
Tariff Law were to be covered, but in this connection I would 
mention this point which I think has a bearing, particularly 
as it relates to the recent French tariff controversy. France, 
of all of the countries in the world, has been the country which 
has most objected to the United States conducting these cost of 
production investigations, the end of which is to be the estab- 
lishment of a so-called competitive tariff. 
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Mr. FREDERICK W. KELSEY: Has the Tariff Commission 
recommended any reductions? 


Mr. ARTHUR L. FAUBEL: Two, I think. 


CHAIRMAN Davis: Yes, on quail from Mexico, and I imagine 
it was a difficult task to get the difference in cost of production 
there. 

I want to answer the speaker’s challenge of astatement which 
I made. The highest wages in the United States are paid in 
the most efficient industries, which are not hiding behind a 
tariff wall. I do not suppose you will deny that. And in 
Europe there are certain commodities which are not susceptible 
of mass production, which they do, of course, produce cheaper 
than we do. But in my statement I was talking about the de- 
velopment of labor-saving devices and mass production. That 
doesn’t always go. Take, for example, coal: we pay four 
times the wages to a coal miner that they do in England, but 
we mine coal cheaper per ton than they do in England. So 
it is not always the wage that counts, but it is the output of 
the man and the extent to which the employers are aiding him 
with other devices to increase his output. 

Regarding one question which was asked, the ‘‘ most favored 
nation ” treatment means that you will treat the nations all the 
same or you mistreat them all the same. In lots of cases, it 
is a question of mistreatment, and the French in discussing 
that question feel that the question of reciprocity should enter 
into the fixation of tariff schedules between two countries, and 
we insist that the question of reciprocity has nothing to do 
with it. The real basic difference is on reciprocity ; but we say 
that we must deal with all nations just the same. If we mis- 
treat one, we must mistreat them all. If we deal fairly with 
one in one schedule we fix, we must deal fairly with all of them 
and give them all the same rate. 


Mr. BENJAMIN A. JAviITz (New York) : Under the various 
headings in this discussion, I was interested in noting whether 
any reference was made to the Anti-Trust Laws on the statute 
books of this country. Ina recent study which I made of the 
subject, and on which I have prepared a brochure, it became 
quite clear to me that if this country was to effectually maintain 
its stand for world peace, it would have to find a way by which 
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it could cooperate with the various industrial combinations now 
organized or in the process of organization in foreign coun- 
tries. Wars have their origin, in the main, in the business 
relationships between nations. We are in a new era of civili- 
zation, which makes it more than ever necessary that the busi- 
ness men of the various countries be permitted to come together 
and to peacefully settle their problems. At this time, business 
men in the United States only to a limited extent can get to- 
gether to solve their problems, devise common schemes or 
plans, or agree upon the conduct of their business affairs. 
Our Anti-Trust Laws have seen to that. These laws circum- 
scribe even our foreign industrial relations. 

Europe has developed the cartel system for the purpose of 
saving and developing herself industrially. In Europe cartels 
are dictated by the economic laws under which society func- 
tions there. Further, it is the best means of rapprochement 
between countries in order to lessen the dangers of war. The 
potash, iron and steel cartels, and other recent combinations 
in Europe, are examples of this tendency. 

In the study to which I have referred, I have prepared cer- 
tain amendments to the Federal Anti-Trust Laws, which I be- 
lieve would place this country in a position to makes its fair 
contribution towards the realization of world peace. Not 
alone that, but these amendments are designed as well for the 
purpose of guaranteeing the continuance and the further de- 
velopment of the present industrial “ Era of Good Feeling ”’. 
The proposed amendments seek (1) to assure to the public all 
the advantages of combination and monopoly ; (2) to limit and 
avoid the disadvantages of commanding business combin- 
ations; (3) to permit the making of fair agreements between 
business men of this nation and foreign nations. There is no 
time to detail either the amendments or the reasons for their 
proposal. Suffice it to say, however, that if the American 
people are really lovers of peace, and are really desirous of 
continuing the prosperity which they have had for the past 
several years, that some action must be taken to liberalize— 
and that substantially —the Anti-Trust Laws now on the 
statute books of this nation, whether those statutes were pro- 
posed by the speaker, or by others more able and better 
informed. 
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INTERNATIONAL FINANCE AND WORLD TRADE 


THOMAS W. LAMONT 
Of J. P. Morgan & Company, New York 


R. WALTER T. LAYTON, the eminent editor of the 
M London Economist, will soon address you on the 
subject of ‘“‘ Europe and World Trade.” We are 
also to have the pleasure of hearing Mr. Jeremiah Smith, until 
recently Commissioner General for Hungary, on ‘“ World 
Trade and Peace.” Your President has asked me to say a 
word or two on “ International Finance and World Trade.” 
That is not an easy thing to do. Nobody knows just how to 
define ‘“‘ international finance.”’ Many people think of it as 
a thing of mystery and occult dealings; others are so generous 
as to say that it is a factor in world cooperation. Still others 
call it downright wickedness and let it go at that. Without 
attempting myself to define it, may I point out that while inter- 
national finance has always existed since the time when 
Phoenician traders sent their clumsy craft plying about the 
shores of the Mediterranean; nevertheless, in the frequently 
accepted modern sense of lending upon a great scale and in 
large units, international finance has existed for America only 
since the early days of the Great War? 


European Capital for America’s Benefit 


Prior to that time, as I hardly have to point out, America 
for years (although in the later ones in diminishing volume) 
looked abroad for capital. British, and in lesser degree 
Dutch, French and German capital, was a great factor in 
building our transcontinental railways and, through the 
medium of farm loans, even in our agricultural development. 
Now all is changed. We were the world’s largest borrower. 
Now we are the world’s largest lender. Would this change 
have come about except for the Great War? The result of 
the War and of the early years following it was, as you know, 
a heavy repurchase by American investors of American se- 
curities owned by foreign holders. An even greater factor 
was, of course, America’s enormous excess of merchandise 
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exports over imports; such excess for the years 1915 to 1920 
alone being over eighteen billion dollars. And now Ameri- 
cans have in recent years been lending abroad on such a great 
scale that the total investment of American capital abroad is 
estimated at from twelve to thirteen billion dollars, exclusive 
of the war debts owed to the United States Government,—the 
present value of which is figured at almost seven billion dol- 
lars. And the gross annual income from this huge total of 
foreign investments is hardly less than one billion dollars per 
annum. I do not mean to intimate that there have been no 
offsetting items of capital transfer from Europe to America. 
In fact these, in the form of emigrant remittances, tourist 
payments, foreign banking deposits, etc., run into high totals. 
Nevertheless I wish to make clear the startling extent to which 
the general credit situation has been reversed. 


A Reversal of the Picture 


This, then, is a mighty change, the influence of which has 
an effect upon the economy and even the daily life of almost 
every nation in the world. A moment ago I propounded the 
question—Would this change have come about except for the 
Great War? To this economists are, I think, inclined to say 
yes,—although nothing like so soon. America’s prodigious 
natural resources, the industry of her workmen, the amazing 
ingenuity and efficiency of her industrial organizers could not 
have been ultimately denied. The results of American scien- 
tific management and large-scale production are clearly be- 
coming manifest in our world trade. Back in 1880, 61 per 
cent of our exports were in foodstuffs and raw materials; only 
15 per cent in manufactures. In 1926 the first figure had 
fallen to 34 per cent, while our export of manufactures had 
gone up from 15 per cent to 52 per cent. America’s pre- 
eminence, not, I may say, in pure craftsmanship, but in mass 
production, has become one of the seven wonders of the world. 

To the bringing about of this great change whereby America 
has become the creditor of the world has international finance, 
so-called, made any contribution? Furthermore, have these 
activities been in any way constructive? The answer to those 
questions must lie in the brief history of the post-war years. 
I am not sure how fully the American public appreciates the 
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extent and the importance of the assistance which America has 
fortunately been able to give to many of the problems of recon- 
struction. The most noteworthy in the early years following 
the Armistice were the borrowings of the British, French and 
Belgian Governments in the American investment markets, 
which totaled $785,000,000. A portion of this amount was 
devoted to the purpose of refunding loans made during the 
War. Another portion was utilized for the important purpose 
of currency stabilization. 

In the work of European reconstruction the saving and 
rebuilding of Austria under the plan devised by the League 
of Nations constituted the first task. The international loan 
necessary in 1923 to set the new plan in operation was under- 
written and offered by bankers, acting in concert, of Great 
Britain, France, Italy, Switzerland, Belgium, Holland, 
Sweden, Austria, and to the extent of $25,000,000 of the 
United States. The second operation was that for Hungary 
which Mr. Smith here, as Commissioner General, carried out 
so effectively. The necessary loan there was shared in by 
bankers of Great Britain, Czecho-Slovakia, Holland, Italy, 
Sweden, Switzerland, Hungary and again of the United States. 


Dawes Plan Loan and Others 


Next, three years ago came the great international Dawes 
Plan loan for the equivalent of about $200,000,000 to the 
German Government, over half of which, $110,000,000, was 
successfully taken up by American investors. In this the 
other participating countries were Great Britain, France, Italy, 
Switzerland, Holland, Belgium, Sweden, and Germany. The 
$100,000,000 international loan to Belgium, issued a year ago 
for the purpose of stabilizing the currency and helping to 
restore Belgium to the gold standard, was issued one half by 
American bankers and the other half by bankers in Great 
Britain, Holland, Switzerland and Sweden. At the same 
time credits to the National Bank of Belgium were arranged 
by the Central Banks of Austria, Great Britain, France, Ger- 
many, Holland, Hungary, Japan, Sweden and by the Federal 
Reserve Banks of the United States. Less than a month ago 
an international loan of $72,000,000 for the stabilization of 
Poland was arranged; investors participating through bankers 
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of Great Britain, France, Holland, Poland, Sweden, Switzer- 
land and the United States, whose share was $47,000,000. An 
imposing list of credits for the National Bank of Poland was 
at the same time arranged by the Central Banks of Austria, 
Belgium, Czecho-Slovakia, Denmark, Great Britain, Finland, 
France, Germany, Hungary, Italy, Holland, Sweden, Switzer- 
land, and the Federal Reserve Banks of the United States. 


Assistance for Various Countries 


When, a few months after the great earthquake and fire of 
1923, the Japanese Government looked to friends in the 
western investment markets for much-needed and much-de- 
served assistance, the great loan of February, 1924, was issued: 
$150,000,000 in America and 25,000,000 sterling in Great 
Britain. And within the last twelvemonth American inves- 
tors have bought an aggregate of $40,000,000 of bonds of the 
cities of Tokyo and Yokohama, guaranteed by the Japanese 
Government. When in July, 1925, for the first time the Com- 
monwealth of Australia sought the cooperation of the Ameri- 
can market, our investors purchased $75,000,000 of Australian 
bonds, 5,000,000 sterling being simultaneously issued to 
British investors. Since that time the Commonwealth and the 
province of New South Wales have borrowed in American 
markets a total of $90,000,000. 

In April, 1925, the British Government determined to re- 
turn to the gold standard, a step important to American as 
to British commercial interests. In order to facilitate this 
vital operation the British Government and the Bank of Eng- 
land found prompt response in New York to their requests 
for two-year credits aggregating $300,000,000. 

One could go on adding many more to these instances that 
I have just given. But are these not sufficient to answer the 
question that I asked a few moments ago, namely, have these 
examples of international finance been on the whole construc- 
tive and helpful to the restoration of a war-worn world to nor- 
mal conditions? Can we claim for international finance that 
it has also been cooperative? How could these great, these 
vital and in several instances most difficult operations have 
been carried through, if financial leaders on both sides of the 
water had not sunk their individual interests and worked to- 
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gether for the benefit of the countries involved? Can you 
picture to yourselves the days and nights of intricate negotia- 
tion, necessarily animated by a friendly spirit of give-and- 
take, that have for the last four years or more been necessary 
to complete these efforts to repair the ravages of war? 


The Task of Reconstruction 


People sometimes say that international finance can make 
or unmake states, can bring on or prevent war. Fortunately 
or unfortunately, there is no truth in that dictum. Looking 
back to July, 1914, I know of no group of bankers in any one 
of the countries soon to be involved that was not earnestly 
opposing the very thought of war. But their efforts were 
powerless against the tides of misunderstanding and passion 
that finally swept the world almost to destruction. If affairs 
could have been ordered so that the statesmen responsible for 
bringing on the great conflict could also have had dumped on 
their shoulders the task of rebuilding the world, history might 
possibly have been different! This widespread reconstruction 
which I describe has been accomplished first through the day- 
by-day endeavor of the common man. The peasant farmers 
of France, the artisans of Belgium and of Bohemia, the in- 
dustrialists of England and Germany: they have been the ones 
who have been rebuilding the shaken structure of European 
society. And it has been upon this structure as a basis that 
the bankers and investors and, if you please, international 
finance the world over, have been basing their efforts of co- 
operation and reconstruction. So much as to the efforts and 
methods and even ideals of international finance since the war. 


Does Trade Follow Loans? 


Now, if Secretary Hoover (whose necessary absence tonight 
I deplore with you) were here he might turn to me and say 
“You have talked much of international finance in its efforts 
for post-war reconstruction. But how about international 
finance and world trade which is supposed to be the subject 
of your remarks? Can you trace a connection between the 
two?” My answer to Mr. Hoover would be partly in general 
terms: If American investors, acting through their bankers, 
had not taken that all-important share in the great Dawes 
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Plan loan to Germany in 1924, would Germany have been able 
to recover sufficiently to increase its purchases of American 
cotton, for instance, from only about one million bales in 1923 
to well over two million in both 1925 and 1926; its purchases 
of copper from 136,000,000 pounds in 1923 to 229,000,000 
in 1925? Other American commodities could be mentioned, 
the sale of which has seemed to be stimulated by European 
recovery. It is not, however, necessary to go into the detail 
of these. The dictum, “ Trade follows loans”, has undoubt- 
edly, as many years of experience have shown especially in 
the case of Great Britain, a sound foundation in fact. But to 
attempt to prove it by concrete examples or to assay by any 
quantitative methods the effect of foreign loans on inter- 
national trade movements is always difficult. 


Increasing Business with South America 


I am, however, inclined to think that a good example of 
the effect of foreign loans in stimulating export trade may 
be noted in the figures of the comparative trade of Great 
Britain and of the United States with South America. In the 
case of South America there are not the counter-movements 
of investment of South American capital in the United States 
and Great Britain, and of tourists’ expenditures, emigrants’ 
remittances, etc., to such a degree as in the case of the balance 
of payments between the United States and European coun- 
tries. Before the war, Great Britain was lending consider- 
able amounts each year to the South American countries. 
According to the compilations of the London Statist, loans 
to all the South American countries granted by British inves- 
tors in the five years preceding the war aggregated approxi- 
mately $926,000,000, or an average of about $185,000,000 
annually. During the same period, there were practically no 
South American loans placed in the American market, with 
the exception of one to Argentina in 1909, equivalent to about 
$10,000,000. It is estimated that in 1914 the total of Ameri- 
can foreign investments was only about $2,500,000,000, of 
which probably not to exceed several hundred million dollars 
had been invested in South America, chiefly in mining prop- 
erties. On the other hand, out of Great Britain’s foreign 
investments at that time, totaling some $20,000,000,000, nearly 
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three billion dollars had been placed in the South American 
countries, in government and municipal loans, railways, public 
utilities and industrial undertakings of various sorts. 

What is worthy of note is that during the years following 
the Armistice, the United States has replaced Great Britain 
as the chief source of new capital for South America. South 
American loans publicly issued in the United States during 
the years 1921 to 1926, inclusive, have aggregated almost 
$850,000,000, while Great Britain’s for the same period have 
hardly exceeded $250,000,000. At the end of 1926, it is 
estimated by certain authorities that the amount of American 
capital invested in South America had reached a total of 
nearly $2,000,000,000. 


Noteworthy Comparisons of Trade 


Now let us turn to the trade figures: A compilation of 
these for seven of the leading South American countries shows 
that in the four years prior to the war Great Britain supplied 
an average of 25 per cent of their total imports and the United 
States only 14% percent. Whereas from 1922 to 1925 in- 
clusive Great Britain’s proportion fell off to 23 per cent, that 
of the United States rose to almost 25 per cent. It will be 
observed that while Great Britain has maintained its pro- 
portion of South American imports surprisingly well, the 
United States has increased its proportion from a level of 
14% per cent before the war to one of 25 per cent in recent 
years. Is there not manifestly a direct connection between 
this fact and the fact that American capital in South America 
now amounts to some $2,000,000,000, as compared with a few 
hundred millions before the war? And is it not reasonable 
to assume that our enlarged share of South American trade 
will be sustained, if we continue to invest at the rate of 
$300,000,000 a year or more in that continent? These are 
questions which the statisticians of the Department of Com- 
merce are far better equipped to discuss than I. And only 
the coming years, and the skill and wisdom with which our 
statesmen as well as our financiers handle their relations with 
the South American countries, will yield the actual answers 
to these interesting questions which we ask ourselves. 
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America’s Abundant Good Fortune 


Finally, I want to remind you of the great privilege it is 
ta be an American citizen today. This is still the country of 
great opportunity. The great resources of this North Ameri- 
can continent have given us justification for boundless vision, 
for generous impulse, for glowing optimism, for helpful co- 
aperation in all directions. Just to be born an American, free 
from some of the clinging prepossessions of the Old World, 
is in itself an inheritance and a career. America is already 
first by a long lead in wealth and material prosperity. A\l- 
ready we hold two-fifths the entire world’s stock of gold. We 
produce 54 per cent of its cotton; 45 per cent of its grains; 
60 per cent of its copper; more than half of its iron and steel. 
Is there any field of material accomplishment in which we 
are not pre-eminent? With these great resources, favored 
by the gods as we are, can we not afford to ponder on our 
blessings and to pause, even oftener than we do, to pray that 
the spirit of understanding and sympathy may be vouch- 
safed to us; well knowing that, if this earth in coming gener- 
ations is to be made a more stable, a more gracious and a 
happier place to live in, the coming of such an era will depend 
almost entirely upon the conscious cooperation of men through- 
out the world? 
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EUROPE’S FUTURE ROLE IN WORLD TRADE 


WALTER T. LAYTON, C. H. 
Editor, The Economist, London 


international trade, I shall, of course, draw to a consid- 

erable extent upon the work of the recent World Ecp- 
nomic Conference at Geneva and incidentally perhaps tell 
you something about that Conference. One of its most im- 
portant services was that for the first time it made a very 
thorough and complete stock-taking of the economic position 
of the whole world. The first fact established by this survey 
was that though production is recovering, and during the 
last three or four years has been returning to higher figures, 
it is still very low. World production in 1925 as measured by 
the output of food and raw materials was only slightly above 
the level of 1913, whereas if there had been no war, it would 
have been very much higher. In other words, the war has 
interrupted the steady trend of the last half century and de- 
layed the normal economic growth of a decade. Secondly, 
the survey showed that whereas the production of the world 
had been checked and in 1925 was only just about where it was 
in 1913, the check to international trade has been even greater 
than the check to production. Thirdly, it showed, as every 
one would expect, that both as regards production and as 
regards the international interchange of goods, the trouble is 
centered mainly in Europe, the figures for which are much 
lower than those of the rest of the world. Indeed, the station- 
ary world totals are the average between figures representing 
depression in Europe and prosperity—in some cases very great 
prosperity—elsewhere. 

At the same time this does not mean that the problem is sim- 
ply a European one; for, as has been said this afternoon, in- 
several of the papers, the prosperity of one part of the world 
inevitably reacts upon others. This is particularly so in the 
case of Europe which plays so large a part in the world’s ecp- 
nomic life. The United States is by far the richest country 
in the world, but North America is not the richest continent. 
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PRODUCTION AND TRADE IN 1925 COMPARED WITH THAT IN IQI3 


(1913 = 100) 
Production | Foreign Trade 
105 | 89 
Caribbean. 170 128 
South America cece 135 97 
Qoeamia 122 132 


The production of Europe, taking general round figures based 
upon the production of all foodstuffs and raw materials, ac- 
counts for 40 per cent of the world’s production of goods; North 
America today accounts for 30 per cent, of which Canada may 
be 2 or 3 per cent, and the rest of the world 30.* I want you 
to think for a short time in terms of those round figures: Eur- 
ope 40 per cent, North America 30 per cent, and the rest of the 
world 30 per cent. It is impossible for so large a proportion 
of the world, from the economic point of view, to be in a state 
of stagnation without reacting upon the rest. If Europe could 
be lifted from the stagnation in which she has been, it would 
unquestionably add further to the economic progress of all 
other parts of the world. That applies, of course, to the United 
States as well as to other countries of the world; for even now 


1 The actual percentages shown in the Report on Production and Trade 
are: Europe 38.7 per cent, North America 28.7 per cent and the rest of the 
world 32.6 per cent. These figures have been criticized in view of an esti- 
mate recently published of the national income of the United States which 
amounts to billions of dollars. This is said to be higher than the combined 
national incomes of all the nations of Europe. No estimate exists for many 
countries of Europe. But even if they were available, the comparison would 
not be relevant until allowance had been made for the fact that the pur- 
chasing power of a dollar is much greater in Europe than it is in the United 
States. Owing to this difference in average prices a billion dollars in 
Europe represents a much greater volume of commodities and services than 
the same amount of money in America. As the population of Europe is 
504 millions and that of North America 125 millions (the figures are for 
1925) the statement in the text implies that one inhabitant of North America 
produces as much as 3 inhabitants of Europe. Comparative studies of 
“real” wages in various countries suggest that this rather overstates the 
higher productivity of the American producer. 
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Europe buys more than 50 per cent of all that America ex- 
ports.* 

Is this condition of Europe permanent or is it due to pass- 
ing and temporary circumstances? In some directions the con- 
ditions which have produced stagnation in Europe are un- 
questionably passing away. For example, the currency chaos 
which followed the war is nearly over—thanks in no small meas- 
ure to the cooperation of the United States in helping to pro- 
duce the stability which we now enjoy in Europe. America 
has played a very great part in European monetary reconstruc- 
tion. On the other hand, there are a very large number of 
factors affecting Europe which are not so definitely temporary. 
The countries of Europe are left with an extremely heavy tax 
burden. In proportion to our wealth, Britain is paying about 
double the taxation that the United States has to pay, and 
the figures for France and Germany are similar. Again, there 
is a factor which certainly does not look as though it were 
passing away quickly. Before the war Russia was a very im- 
portant and growing economic influence in Europe. Russia’s 
foreign trade had already grown to equal that of India. Today 
she has a foreign trade less than that of Denmark. Before the 
war the nations of Europe were looking to Russia both to sup- 
ply materials and to furnish a market for their goods in an 
increasing degree, and they had every reason to think that 
the development of Russia would have gone on rapidly. We 
may now have to wait a long while for that hope to be realized. 
Again, the outflow of population from Europe has been 
checked. It does not seem as though that situation will change 
quickly for there is no obvious direction in which anything 
like the pre-war migration stream from Europe can flow. 

Finally, there remains the most important consideration of 
all, namely, the industrialization of distant parts of the world, 
and in particular the enormous development in the manu- 
facturing activities of the United States. The process of in- 


1 DISTRIBUTION OF AMERICAN SALES IN 1925 


Europe ...cescccecsscsees 53. per cent (of which 21 per cent to Great Britain) 
British Dominion.......-... per cent 
Central and South America. 18 per cent 
China and Japan ....+....- 614 per cent 
Others 3% per cent 


100 = per cent 
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dustrialization in distant countries is not due to the war, but 
it was tremendously accelerated by it. This process does not 
necessarily mean, as is sometimes supposed, that nations will 
become increasingly self-supporting; that there will be less 
international trade and that in particular Europe will drop 
more and more out of the picture. On the contrary, the open- 
ing up and the gradual industrialization of, shall we say, 
China or India, the rise in the standard of living of the popu- 
lation which will result from the development of these and 
other countries all over the world, is likely to lead to more 
and not less international trade. May I refer, in confirmation 
of that opinion, to the experience of Britain and Germany in 
the forty years before the war? Germany was developing 
rapidly and caught us up in many industrial activities which 
were very similar to our own. The result was not less ex- 
change but more exchange of goods which increased so greatly 
that in the years immediately before the war Germany bought 
more of our goods than any other country in the world except 
India, and we were Germany’s chief customer. 

But while industrialization of different countries and the 
rise in the standard of living which is likely to accompany it, 
does not mean less but more exchange of goods, it does mean 
keen competition, and if under the new circumstances Europe 
is to hold her own, she must be at least up-to-date and as 
efficient as her competitors. I do not propose to say anything 
about comparative efficiency. This is too big a subject and 
any generalization about Europe is almost certain to be un- 
true because there are so many different varieties of industrial 
life in Europe. There is, however, one point on which there 
will be no dispute, which is that if we are to develop our in- 
dustrial production in Europe efficiently and well, we must 
learn from the United States the advantages of large-scale 
production, of specialization, and of concentration. Unfor- 
tunately, something has happened in Europe which is directly 
opposed to that development. I refer to the fact that the war 
resulted in the subdivision of Europe into a number of small 
economic units, many of them too small for efficient produc- 
tion on a large scale. In many cases the result of the division 
of Europe into small units and the establishment of tariffs 
around those units has resulted in the attempt to set up in- 
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dustries within the tariff barriers; there has been duplication 
of plants; countries have tried to make for themselves goods 
they formerly obtained by means of exchange; there has been 
a waste of capital; none of the plants are fully employed, 
and costs are high, due to part-time working. The calling 
of the Economic Conference was largely due to the fact that 
at last, after many years, the business men of Europe have 
realized that this parceling-up of Europe was a step backward 
and that it was a grave handicap to Europe considering the 
international competition we have to face. 

The World Economic Conference therefore came to certain 
conclusions on this point. They unanimously urged the re- 
moval of certain types of economic obstruction. They urged 
that import and export prohibitions should be done away with.* 
The Conference frowned upon the attempt to divert trade from 
its natural channels by subsidies. It condemned export duties. 
It was against flag discrimination. And, so far as the form 
of tariffs was concerned, it recognized that the tariff system 
had got into a state of chaos, and that something would have 
to be done to reduce it to order. They suggested that tariff 
nomenclature should be standardized and that the Economic 
Committe of the League should endeavor to draw up a stand- 
ard form of commercial treaty so that something like the old 
trading relations between the countries of Europe could be 
restored. 

But much the most important recommendations of the 
Economic Conference are its proposals with regard to the level 
of tariffs. The Conference recognized that the most extreme 
forms of obstruction—complete prohibitions, license systems, 
and things of that kind, had in fact been removed, and they 
say that ‘‘ to this fact must be attributed in part the recovery 
of world trade which has so far been achieved. Tariffs, on 
the other hand, which in recent years have shown a tendency 
to rise, are for the most part higher than before the war and 
are at present one of the chief barriers to trade. The in- 
crease in most countries is almost wholly due to higher duties 
on manufactured articles. In Europe the problem has been 
complicated by political readjustments which have changed 


1 A Conference has recently been sitting in Geneva to draft a convention 
for the abolition of those absolute prohibitions of trade. 
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many frontiers and increased the number of separate customs 
units from twenty to twenty-seven.” This has involved the 
setting up of some six or seven thousand miles of new customs 
frontiers. The Conference added that ‘“ The harmful effect 
of these tariffs upon trade has in many cases been increased 
through their constant changes which have created an element 
of uncertainty and made it impossible to place long contracts. 
The countries have failed to deal with the situation by long- 
term treaties.” 

The Conference went on to discuss the reasons why this ela- 
borate and growing tariff system had sprung up, and proceeded 
—and remember that the report from which I am quoting 
was unanimously adopted by the representatives of fifty 
nations, Russia and Turkey alone abstaining from voting— 
to discuss the fallacies and unsound reasoning which had led 
to this exaggerated tariff system. It pointed out that the 
tariffs were no remedy for fluctuations in currency. It would 
surpass the wit of man to juggle with tariffs quickly enough 
to follow the erratic and rapid movements of exchanges. It 
pointed out that tariffs had been raised with a view of securing 
for countries economic self-sufficiency, but that for the great 
majority of countries that was unobtainable. ‘This effort to 
obtain self-sufficiency,” they say, “ cannot hope to succeed 
unless it is justified by the size, natural resources, economic 
advantages and geographical situations of a countrv. There 
are very few countries in the world which can hope to attain it.” 

Then they discussed another form of tariff which had grown 
up in recent years, namely, what has come to be known as the 
tarif de combat. Unfortunately, the Conference recognized 
that tariffs imposed for the purpose of beating down other 
people’s tariffs usually fail to do so, but that the high duties 
imposed remain long enough to create vested interests, and 
that then it becomes impossible to lower them again. This is 
one of the leading reasons for the constant upward tendency of 
European tariffs. 

Then the Conference referred to the argument in regard 
to national defense; it dealt with the fallacy, so very wide- 
spread, that it is better to keep out imports and produce at 
home, than to secure goods by means of exchange. It referred 
to the fact that high tariffs tend to lead to dumping, the result 
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of which is to cause disorganization and chaos in international 
markets. ‘ This artificially created competition,” says the re- 


port—and these are carefully considered words—“ is one of the 
most dangerous causes of market disorganization and of eco- 
nomic conflict between nations.” 

Any one who reads the report will find a discussion of many 
other aspects of the question. But there are two interesting 
omissions from the list used in connection with the arguments 
dealing with tariffs. One is the argument that tariffs, after 
all, are essential to maintain the standard of living of a country. 
That is not discussed in the report, because nobody raised it 
in the Conference. If it had been raised it would have brought 
out some very interesting facts. For, if you look at the League 
report on the level of tariffs, you find that the most exclusive 
countries in the world, from the tariff point of view, are Russia, 
Spain, the United States and Brazil. Three of these countries 
have low standards of living and one of them a very high one. 
If you look to see which countries come next on the list as re- 
gards their standard of living after the United States, you find 
first of all the British Dominions. When you come to Europe 
you will find Great Britain with Holland and Switzerland at 
the head of the European nations, all three countries with mod- 
erate tariffs, or none at all." Then, as you go down the list, 
you will come to the countries with high tariffs and low living 
standards: Poland, Hungary, and so forth. In short, the high 
tariff countries include nations with both high and low living 
standards, while most of the low tariff countries have high 
living standards. These facts would have been a warning 
against drawing any general conclusion as to the effect of a 
tariff upon the standard of living, and suggest that there are 
other considerations which determine the standard of living, 
which have nothing to do with the tariff. 


1 LEAGUE EstTIMATE OF ad valorem LEVEL OF TARIFFS 


Spain 41 per cent. U. S. A. 37 per cent ad valorem. 
Argentina ...29|Poland ..... 32\Italy ....... 22\India .......16;Denmark ...10 
Australia -. -.27| Hungary ..... 16|Holland .... 6 
Canada 21 |Sweden..... 16|Gt. Britain .. 4 

|Jugo-Slav ...23) Belgium ....15 
| Switz. 14 


| 
| 
| 
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There was one other omission. The Conference declared 
that it did not desire to pronounce on the fundamental princi- 
ples or protection of free trade. But it was suggested at one 
stage by the French that it should define “ reasonable protec- 
tion” and declare that tariffs should be limited to the difference 
between the cost of production in a country and the cost in the 
most important competing country. The Conference refused 
to have anything to do with any such definition largely on 
the ground that any such definition can in fact be used to justify 
any tariff in the world and that to put in such a definition as a 
reasonable and proper method of determining appropriate 
protection would lead to no result in the direction of reducing 
tariff barriers whatsoever and would be completely ineffective, 
leaving things exactly as they were. 

But the feeling of the Conference was unanimous that the 
tariff situation had got out of hand; and that so far as Europe 
was concerned, all countries were losing far more from the 
high tariffs of their neighbors, than anything that they could 
possibly hope to obtain from their own, and that something 
must be done about it. They therefore came to a very specific 
conclusion, namely, that “the time had come to put an end to 
the increase in tariffs and to move in the opposite direction.” 
They suggested—and I am only running over this very shortly 
—that this change should be brought about by individual 
action, by bilateral treaties, by abandoning the practice of im- 
posing fighting tariffs, and finally—and this was the most 
important of all—by inviting the League economic organiza- 
tion to endeavor to bring about a general amelioration and re- 
duction of tariffs. 

What will be the result? First of all, is this report a genu- 
ine expression of opinion? I think in the first place it is a very 
remarkable fact that such a report, categorical and clear in its 
indications, was passed unanimously by a very representative 
body. It is perhaps specially significant that the personnel of 
the Conference included a considerable number of the actual 
officials engaged in tariff making, whose whole life was spent 
in negotiation, drawing up of schedules, and so forth. The 
Conference further included the presidents of the chief indus- 
trial organizations of the countries of the world, of the labor 
organizations and many others. That unanimity was in itself 
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remarkable. It is even more remarkable that since the Con- 
ference the report has been endorsed completely and in prin- 
ciple by the Governments of Germany, Holland, Belgium, 
Czechoslovakia, Austria, the Scandinavian countries, and Great 
Britain. 

But words are after all not the true test. Is anything act- 
ually going to happen? There are one or two points in that 
connection worth noting. The first is that Germany has taken 
the initiative in setting to work to prepare a lower tariff, which 
will go into operation if other countries show any willingness 
to fall into line. That is in all events an earnest of good inten- 
tion. Further we have seen the signing of the recent Franco- 
German Treaty—the first treaty of the kind for many decades 
past. On both sides this treaty is admitted to have been largely 
the result of the Economic Conference. Lastly, the League 
has already, under the instructions of the Council, begun to set 
up the machinery needed to give effect to the resolutions of the 
Conference and in particular the machinery to endeavor to dis- 
cuss and organize this downward movement of the tariff. 

But can anything of a general kind be accomplished? That 
is a more difficult question. It was generally agreed at the 
Conference that we could not expect much to be done by in- 
dividual action and must look, therefore, to collective action. 
The American representatives who came to the Preparatory 
Committee, and others, have from time to time pointed out that 
the United States has an enormous economic advantage in the 
size of her colossal market within which there are no tariff bar- 
riers, and have suggested that Europe might gain prosperity 
by following the same road. That argument has gone home; 
it has been meditated upon and much discussed in Europe. 
But we are a long way from any possibility of a customs union 
in Europe. There are racial difficulties; there are language 
difficulties ; there were difficulties in forming the confederation 
of the United States; these were as nothing compared to the 
difficulties of trying to bring about a unification of the nations 
of Europe. If an economic federation of the whole or part of 
Europe is to be attained, it must be attained by degrees. How 
are you to get at it by degrees? 

Certain of the countries of Europe have definitely suggested 
movements in this direction in recent years. Preferential ar- 
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rangements have been proposed which would lower the rates 
between two or more adjacent countries. Every attempt of 
that kind has hitherto broken down before the opposition of 
certain other countries, including the United States and Great 
Britain, which have opposed all such movements on the ground 
that they are a form of discrimination. For instance, when I 
was in Austria there was under discussion a proposal for a 
preferential arrangement between Austria and Czechoslovakia, 
which was an attempt to move back towards the situation of the 
old Austro-Hungarian Empire before the war. But Britain 
and other countries were opposed to a plan which would have 
admitted Austrian goods into Czechoslovak markets on better 
terms than British and other foreign goods. It is true that 
there is a difference between the argument as used by Great 
Britain and the argument as used by the United States. In the 
one case our argument is that it is reasonable that we should 
get into Czechoslovakia on the ground floor, because both 
Austrian and Czechoslovak goods get into Britain free, with 
very small exceptions. The argument as used by the United 
States is that American goods should get into Prague and 
Vienna on the ground floor, because in the American market 
there is no discrimination against either Austrian or Czecho- 
slovak goods since both pay the same high tariff. 

But where does this opposition lead us? It leads to this: 
That British policy is directed not to a territorial arrangement 
but towards a general lowering of the tariffs of Europe. If 
special territorial arrangements are impossible the only alter- 
native is a general reduction. 

Is such a policy possible? The first thing to note is that it 
has happened before. It is not true that tariffs always move 
upward, for there have been in European history periods of 
very definite downward movement of tariffs— not only in 
Europe, indeed, but in other countries of the world. The most 
notable case was after 1860, when a downward movement of 
tariffs was started in Europe by the Cobden Treaty between 
Britain and France; and in the two decades which followed 
that treaty, in the period of moderate protection, foreign trade 
between the nations increased very rapidly. But the situation 
is not quite the same today as it was then. Then European 
trade was of outstanding importance from this point of view; 
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today the problem must be considered not merely as a European 
problem but as a world problem, if this policy of general re- 
duction is to be followed instead of the alternative policy of 
a territorial agreement. 

I have seen it suggested that the recommendations of the 
Economic Conference apply only to Europe. But I hesitate 
to think that economic truth ceases to be truth when it crosses 
the Atlantic. Moreover, the resolutions of that Conference 
were not drafted purely for Europe. If they had been—and 
I am speaking as a member of the Drafting Committee—they 
would have been very differently drafted. Nor is it true that 
the tariff problem is today purely a European one. There are 
many people who have wondered how it happened that mem- 
bers from high protection countries like the British Dominions 
signed the report that I have briefly described, and have been 
disposed to think that it was approved with certain mental 
reservations. Australia is a notable example of a country 
which has been moving towards higher protection. Did the 
Australian members think that the tariff movement had gone 
too far or did they vote for those resolutions assuming that 
they applied to other people but not to themselves? Let me 
tell you what has happened since in Australia. Within three 
months of the Geneva Conference the body which ought to 
know most about it, the Tariff Board of Australia, presented 
a very remarkable report, in which it said that “ There is a 
danger of the tariff being used to bolster up the ever-increasing 
cost of production, irrespective of any consideration of the 
ever-widening gaps between the standards maintained in the 
Commonwealth and the United Kingdom.” They went on to 
say that “In so far as the recent increases in customs revenue 
were due to collection of higher duties, it would have been 
much better if the money had been left in the pockets of the 
people, for it had failed in its protective effect.” They de- 
scribe the shuttlecock and battledore situation which goes on; 
the Wages Assessment Board grants an increase of wages and 
the industry comes to the Tariff Board for protection to cover 
the higher wages cost, whereupon there is another appeal to 
the Wages Board to raise wages to cover the rising cost of 
living and so on. They conclude that “ If Australian indus- 
try is to be maintained, the leaders of the trade unions should 
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recognize the menace of these rising costs of production. 
Many industries are in jeopardy and unemployment is serious; 
the situation calls for the serious attention of all parties with- 
out political bias, otherwise there could be nothing but dis- 
aster.’ That is a very remarkable statement to come from the 
Tariff Board of one of the countries which we all assumed at 
Geneva to be really least interested and least convinced of the 
principles that had been discussed in the report. 

But I must come to the American situation. I realize that 
here I am on very delicate ground, and I shall need all the 
charity I can get. I do not propose to discuss the American 
tariff problem in itself; but I venture to say that however much 
the United States may consider its tariff as a domestic affair, 
American tariff policy is bound to influence to a very large 
extent the tariff policy of Europe and of other countries and 
will very largely determine the direction in which this new 
movement in regard to tariffs will develop. 

May I recall for a moment the point I began with: that 
you have on the one hand Europe with 40 per cent of the 
world’s production of wealth, North America with 30 per cent, 
and the rest of the world with the remaining 30 per cent. The 
trading relations between the North American continent and 
Europe are really the key to the future development of the 
world situation. And what is the outstanding fact? The 
outstanding fact is that the present trade between Europe and 
Northern America is comparatively stagnant; that whereas 
American trade with other continents has gone up enormously, 
its trade with Europe has remained almost stationary. If 
you take America’s imports from the rest of the world, they 
have multiplied threefold since 1913. Her exports to the rest 
of the world have gone up almost by the same amount, nearly 
three fold. Her imports from Europe have risen by 48 per 
cent, and when you reckon that those figures are in money and 
allow for the increase of prices, you will see the justification 
for what I said just now, that the volume of America’s pur- 
chases from Europe is no higher than in 1913. It is a signi- 
ficant fact that with all America’s internal economic progress 
and the development of her trade in other directions, her 
purchases from Europe are no more than they were in 1913. 
Her sales to Europe have gone up slightly, but very little as 
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compared with the threefold increase elsewhere. America’s 
exports to Europe are up by 93 per cent, which, after allow- 
ing for the increase in prices, places them perhaps 20 per cent 
up. Between this great continent of Northern America and 
the rest of the world there has been a colossal development; 
between Northern America and Europe stagnation, with a 
slight improvement, though very slight, in exports to Europe. 
That is hardly what President Harding anticipated when the 
tariff of 1922 was introduced. In his presidential message of 
December, 1921, he said, ‘‘ We must not be unmindful of world 
conditions but recognize the necessity of buying wherever we 
sell, and that the permanency of trade lies in its acceptable 
exchanges. In our pursuits of markets we must give as well 
as receive.”’ But in any event, the tariff of 1922 has proved to 
be an anti-European tariff, which has checked trade between 
Europe and America from developing pari passu with the 
great internal development of the United States, and with its 
foreign trade in other directions. 

It might be suggested that imports from Europe do not 
matter, provided the United States can sell to Europe, and that 
the balance can be settled by what is called triangular or round- 
about trade; but though triangular trade has long played a 
part in balancing the trade account of America as it does of 
every great trading country, it has not prevented the stagna- 
tion to which I have referred and in any case is not a very 
satisfactory solution from the European point of view. May 
I for a moment recall the figures I just gave? It is not the 
case that America has sold to Europe, that Europe has sold 
to the rest of the world, and the rest of the world has sold to 
America, for what has happened is that American trade with 
the rest of the world, im both directions, has increased, and 


1 INCREASE IN THE TRADE OF THE UNITED STATES WITH VARIOUS 


CONTINENTS IN 1925 COMPARED WITH IQIO-I4 


Imports Exports 
Europe +48 +93 
All other Countries.........2e0e00. +250 +183 


It is of interest to compare with these figures the percentage of imports 
from various continents which entered America free of duty, i. e. North 
America, 59.3 per cent; South America, 84.4 per cent; Asia, 83.7 per cent; 
Oceania, 52.5 per cent; Europe, 37.8 per cent. 
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increased enormously. America has not left room for the tri- 
angular trade of Europe but has naturally endeavored with 
considerable success to fill these markets herself. 

It is true that American sales to Europe can in part be paid 
for by the expenditures of her tourists, for when all allowances 
are made for deductions, amounts spent in Canada and else- 
where, the figures look as though American tourists contri- 
buted some $300,000,000 to $350,000,000 last year toward the 
balancing of American sales to Europe. But neither triangular 
trade nor tourists have produced a satisfactory condition of 
trade even from America’s point of view; for even American 
exports to Europe have not expanded in anything like the 
ratio in which America’s general economic life has developed. 

Again, it may be suggested that America can in fact develop 
her sales to her greatest market without buying in return by 
lending capital freely; and that in fact a growing stream of 
export would merely be the expansion of her capital. Per- 
haps to some extent that is what has happened in the last two 
or three years, but can we assume that it will continue? I do 
not know how many people realize that last year, according to 
Mr. Hoover’s estimates, America’s net capital exports only 
amounted to $13,000,000; in fact, there was practically no 
margin of capital export. It is true that on the stock ex- 
change here in New York a record number of foreign securi- 
ties were floated, but they did not represent a net export be- 
cause they were paid for, or balanced by capital movements 
in the opposite direction, by sinking-fund operations on old 
loans, by purchases of American securities by foreigners, by 
sales back to London.and to other foreign centers, and finally 
by the influx into the United States of a very considerable 
amount of short-term money. The net result is that net out- 
flow was, as I say, only $13,000,000. The United States is 


1It is of interest to compare the “net” export of capital of Britain and 
the United States respectively during the last seven years. The figures are 
the final balance of visible and invisible items of import and export of the 
two countries according to the Department of Commerce and the Board of 
Trade respectively. If the figures are correct, it is a mathematical certainty 
that they must equal the ebb or flow of capital. A surplus export of capital 
is represented by -+ and an import by —. The British figures are roughly 
converted at $5 to the £1. The margin in favor of Britain should be slightly 
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doing exactly what we are doing in Britain, namely, borrow- 
ing short and lending long. I make no forecast or prognosti- 
cation. I merely call attention to this fact as indication that it 
is not at all certain that the United States—with vast uses at 
home for her annual savings and a very high standard of con- 
sumption which puts an effective check on the rate of capital 
accumulation—has a true margin for capital export at all. 
If America wants to regain her export position in her greatest 
market, there is a simple method of doing it, and that is by 
increasing direct exchanges. 

But I must return to my argument. In these circumstances, 
with trade between Europe and America stagnant and Ameri- 
can competition keenly felt in every country in the world, it 
is going to be very difficult indeed to persuade the countries 
of Europe to adopt the British solution of a general lowering 
of tariff, if there is no corresponding move in the United 
States. It would be extraordinarily difficult politically for 
any such movement to be carried very far. I think, myself, 
it will go some way. I think the results of the Geneva Con- 
ference will be substantial in certain directions, in simplifica- 
tion in certain cases and in certain cases in lowering duties, 
whatever may be done on this side of the Atlantic. But it is 
very difficult to anticipate a substantial general reduction of 
tariff levels so long as there is in this great United States 
market one of the highest tariffs in the world. It is as im- 
possible to dissociate the position of the United States—so 
great has your position in the world become—from this prob- 
lem as it is to dissociate it from the analogous and very im- 
portant problem of disarmament. 

It is quite inappropriate for any outsider to comment further 


reduced to allow for the depreciation of the pound sterling between 1921 
and 1924. 


j (FIGURES IN MILLION DOLLARS) 

atte +2017 +1260 
1925 Cc ses 479 320 
1920 13 —60 

3,232 +-4,310 
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on your policy. I have no doubt that your statesmen will 
consider carefully not only your own internal position but the 
world position. Again quoting Mr. Harding’s message, he 
says in the same place that ‘“‘ We do not seek a selfish aloofness 
and we could not profit by it were it possible.” If that is to be 
the keynote of America’s economic policy, it should be possible 
to find the solution of this difficult question and to move along 
in the right direction the very promising change of opinion 
which has been revealed at Geneva. Mr. Jeremiah Smith, who 
is to speak after me, is to sit on the Finance Committee of the 
League of Nations. I sincerely hope that a United States 
representative will sit on the economic organization of the 
League which is to consider this problem of the tariff rela- 
tions of the world, and that his cooperation will help to fulfil 
the hope of the Conference that it should in some way “ mark 
the beginning of a new era, during which international com- 
merce will successively overcome all obstacles in its path and 
resume that general upward movement which is at once the 
sign of the world’s economic health and the necessary condi- 
tion for the development of civilization.” 
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WORLD TRADE AND PEACE 


JEREMIAH SMITH, JR. 
Of the law firm of Herrick, Smith, Donald & Farley, Boston, Mass., 
formerly Commissioner General, League of Nations, for 
the Financial Reconstruction of Hungary 


HARDLY need remind this audience that trade is abso- 
lutely dependent upon peace. Trade and commerce 
recognize it; big business men, even international bank- 

ers, whatever they may be and whoever they may be, also 
recognize it. You read in the papers from time to time that 
‘big business ”’ wants war; that it makes a profit out of it, and 
that it promotes it. I am neither a business man nor a banker, 
so I am in a position to judge that question impartially. What 
capital wants is security. It is perfectly willing to work on a 
reasonable margin of profit, if it is going to be allowed to carry 
on its operations undisturbed, and it wants that more than any- 
thing else in the world. You will always find in every country 
a few people who like to take risks; who are willing to take 
risks and to have disturbed conditions exist in order that they 
may profit by speculation, but taken by and large, big business 
is dependent upon peace. 

Now what is the best way to preserve the peace of the 
world? That is important not only for business but for many 
other reasons. H. G. Wells, who is always an interesting 
writer, whether you agree with him or not, said that people 
are bored by peace talk. Maybethatistrue. There is a great 
deal of it, however, in the United States. There are at present 
something like seventy-five different peace societies. I am a 
trustee of one of them, myself. Every time there is a meet- 
ing of any religious organization or of almost any kind of an 
organization, the convention winds up by passing peace reso- 
lutions, which are as thick in this country as blueberries are 
in Maine in August, but nothing is done; it is all talk and no 
action. 

I am going to give you some of my views on this subject. 
You may not like them; they are somewhat unorthodox, and 
a good many people perhaps wouldn’t agree with them. 
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. I want to say at the beginning that I am neither a pacifist 


nor an internationalist. There are times when a man has to 
fight, or when a country has to fight. It isn’t true that it 
takes two to make a fight. It only takes one. Any drunken 
stevedore, armed with a pickax, can break into any house in 
New York tonight, and if he is in an ugly enough temper, he 
can create a situation where the people in that house will have 
to fight to protect their lives.. There are countries which can 
get into the same frame of mind and can do the same thing, 
and there are occasions when people will have to fight. 

I am also a believer in patriotism. That is one of the finest 
and noblest sentiments that there is—if it is not misdirected— 
and I know of nothing finer nor better that a man can do than 
to make some sacrifice for his own country. But a man doesn’t 
have to be either a pacifist or an internationalist to believe that 
the preservation of peace is one of the most important ques- 
tions confronting the world today, not only for the benefit of 
trade and commerce, but for everything that we hold dear. 

I have had a fairly good opportunity in the last. dozen years 
to observe the manner in which international dealings are con- 
ducted. I have never occupied a prominent part; I have never 
directed the policy of any government; I have never held any 
position in my own government in connection with it, but I 
have had very fair opportunities for observation, and as a 
result of them I think I can see some of the causes of what 
happened in 1913. 

Most Americans who had anything to do with the negotia- 
tions which culminated in the Treaty of Versailles got their 
first experience with the manner and methods in which inter- 
national affairs are conducted. I don’t think it is an exagger- 
ation to say that it came as a great shock to most of them. We 
may have been innocents abroad, to have believed that those 
dealings were going to be conducted openly, with sincerity and 
with frankness. We may have been rather simple-minded to 
have believed that some of our Allies meant what they said, 
when they were talking about the aims of the war or abusing 
the United States for not getting into it; but what we actually 
encountered was a very great shock. Now I don’t want to be 
understood as taking the very offensive attitude which some 
of our fellow citizens do take occasionally, of moral superiority 
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to Europe. At Paris, the United States was not under any 
temptation: nobody had anything that the United States 
wanted. It had‘no neighbors more powerful than itself, with 
whom it had a long-standing quarrel. We have been engaged 
in settling an unsettled country. We have had enough to 
occupy us in doing that, and I don’t know what the United 
States would have done if it had been subject to the same 
temptations that some of the other parties to the Conference 
were subject to. I hope that it would have behaved decently, 
but you can’t tell. 

I am not proclaiming any moral superiority over Europe, 
but you may think what I have said is rather harsh. It is no 
harsher than what has been said by very many eminent gentle- 
men in some of the other countries that had anything to do 
with that treaty. 

I came home, exclaiming loudly, ‘“‘ George Washington was 
right; keep out of wicked, old Europe’’; but I began to think 
about it, and after I cooled off, I came to the conclusion that 
nobody over there was very much to blame. It was simply 
what H. G. Wells calls “ the Great Power system ”’ in practical 
operation. These people were doing what had been done for 
centuries. Macaulay said, I think, speaking of Warren Hast- 
ings, that no man should be condemned for not being in ad- 
vance of the morality of his time. Well, no nation should be, 
and on reflection I blame no one, I blame no country, I blame 
no set of statesmen for what happened there. It was prac- 
tically inevitable, considering the manner in which inter- 
national affairs had been conducted in the past, that they 
should be conducted again in the same way. It was too much 
to expect that overnight they would turn a somersault and 
come up facing in the other direction. 

That, in my opinion, is the real trouble with—the whole crux 
of—the peace situation. There has never been any standard of 
international morality in international dealings; and there has 
got to be created a new sentiment which will insist on the same 
standards of international morality in international dealings 
that men of high character use in settling disputes among 
themselves. 


If you can’t bring that about, it is only a question of time 


‘when there will be another war, on the same general scale as 
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the last one. We can see now, [| think, that Mr. Wilson was 
not to blame for the Peace Treaty. I do think perhaps if he 
had been a more skillful negotiator, he might have gotten a 
little better treaty, but no one man and no one country could, 
in a few weeks or even in a few months or a few years, over- 
turn a system which had been in practical operation for years, 
for generations, and even for centuries. 

Now what is the remedy? The only remedy for creating 
a new standard of international morality is by creating some 
form of public opinion. Of course, there are cynics who say 
you can’t do it; that the world has always been like that and 
it will always be like that, and affairs will always be con- 
ducted on that basis.. I am just enough of a simpleton not 
to believe them. I think you can have some improvement. I 
will give you an illustration from the subject of intercollegiate 
athletics. 

I was very much interested in intercollegiate athletics when 
I was at college, which was longer ago than I like to think; 
and at that time the affairs of intercollegiate athletics were 
conducted about on the same basis as a good many foreign 
offices have conducted their international dealings. 

Some of you may be golfers, and those of you who are not 
can appreciate this, | think. Some twenty-five years ago there 
was a golf match going on between the representatives of two 
eastern colleges, and one of the players lost his ball. He 
had five minutes to hunt for it. He hunted for it and 
couldn’t find it. He went to his opponent and said, ‘‘ Time’s 
up. It’s your hole.” Thereupon his opponent, who was a 
perfectly decent chap, came to him and said, “ Here is your 
ball. I have known where it was all along and of course if 
I had been playing for myself I would have shown it to you, 
but I couldn’t because I was playing for my college.” 

That is the way many of these international dealings have 
been conducted. Now that thing couldn’t happen in an inter- 
collegiate golf match today in any part of the United States, 
because public opinion is against it; and I think if you can im- 
prove small things like intercollegiate athletics, it may even be 
possible to improve large things like the manner in which in- 
ternational disputes are settled. 

What is the best of the remedies? In a brief address of 
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this kind I can’t hope to deal, except in a most superficial 
manner, with all the remedies, but there are quite a number of 
them. Resolutions are suggested, the outlawing of war, 
codes of international law, and the establishment of courts 
for the enforcement of the laws. The Ambassador to the 
Court of St. James made a most interesting suggestion last 
June, that a plebiscite should be taken among the self-govern- 
ing countries to determine whether they should go to war 
or not. 

I do not believe, myself, that any of those remedies are 
going to accomplish what the authors of them hope to accom- 
plish. Resolutions won’t do much good; codes and courts 
won’t do much good. Those people have put on the third 
act first. Only when you have got some sort of public 
opinion, will you have laws and courts to enforce them. 
What abolished dueling as a means of settling private quar- 
rels? It wasn’t laws. They had the most ferocious laws 
against dueling, with double rows of teeth in them, long be- 
fore dueling was abolished, but it went on. What abolished , 
it finally was public opinion. And I think when you have 
got the public opinion it will have that same effect. You 
may have codes and the courts to enforce them, but you have 
begun at the wrong end establishing codes first. 

The great difficulty, to my mind, is that these remedies do not 
provide the real way in which something can be done, and that 
is by personal discussion and negotiation. Take our dispute 
with Mexico, for example. That has been going on for a good 
many years—seven years and more, to my knowledge. All 
that time, until very recently, an attempt was made to settle 
it by a series of diplomatic notes, in which of course neither 
side conceded anything. In all that length of time there have 
been just two advances made, two things settled in our disputes 
with Mexico, and they were settled by personal negotiation in 
each instance. I don’t believe there is any adequate substitute 
for personal negotiation in settling disputes. 

You all know that I have been an officer of the League of 
Nations ; I am not now, though I am serving on a Committee of 
it, or about to serve on a Committee of it. But I am not serving 
in any sense as representing my county or representing any 
interest in it. It is only as an individual that I am serving. 
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But I have had a very good opportunity to observe the League 
in action. That is the most ambitious attempt that is being 
made to produce some solution of this question. 

I can tell you a little something about it. The great value 
of the League of Nations, to my mind, is the publicity which 
it affords. It doesn’t make any difference what is written 
in the so-called Covenant. I don’t much care what is there, be- 
yond one provision, and that is that you agree not to go to war 
with anybody else until you have thrashed the question out 
publicly before the League of Nations; and then if you can’t 
agree, you can go to war if you want to. Publicity is a great 
remedy. It is very difficult to be a mean man in public. It 
is a great preventive of outrageous claims which were fre- 
quently put forward by the foreign offices. I have, myself, 
seen representatives of various countries walking up and down 
the corridors in Geneva, before they went into a Council meet- 
ing, telling other people what they were going to say about 
other countries and what they were going to do to them when 
they got in there. Then I have seen them get in there and 
look around the room and see there were a good many people 
there, and when they did say something, it wasn’t nearly as 
ferocious or blood-thirsty as what they had said they were 
going to say before they went in. 

If you are doing business in a glass house, with the rest 
of the world looking on, it is pretty difficult to get away with 
many of the things which used to be gotten away with when 
they were done in dark corners. I think that this is the chief 
value behind the League of Nations: that you have a place, 
if you have a complaint against anybody else, where you can 
advance it. If the other man has a good answer to it, he can 
get up and give it. You have a good many people there 
watching you; they are sitting on the side lines; many of them 
are impartial and disinterested, and it is almost impossible for 
many of the games that used to be worked, to be worked out 
in broad daylight. 

I will give you an example of what I mean. Perhaps a year 
and a half ago the Greeks and the Bulgarians got into a 
terrific dispute. The Greeks got over into Bulgarian territory 
and the Bulgarians got over into Greek territory, or at any 
rate the Greeks claimed they did and they commenced to shoot 

[968] 


| 
| 


No. 4] WORLD TRADE AND PEACE 171 


at one another, and some people were killed. The Council of 
the League of Nations immediately called a meeting and rep- 
resentatives of both of those nations appeared before it in 
Paris. The Council of the League said, ‘‘ Gentlemen, you 
have each signed an agreement not to go over into the other 
fellow’s territory.” Each of them arose and said, “ He started 
it, and I had to do it as a reprisal against him.” 

The Council said, “ It doesn’t make any difference who began 
it. Wecan send down neutral people who can report and tell us 
who is to blame, and whoever is to blame will have to pay for 
it. But the most important thing is that you should each get 
back behind your own frontiers where you belong and where 
you agreed to stay. It is our opinion that within twenty-four 
hours you should each issue orders to your forces to retire 
behind your own frontiers; and within forty-eight hours those 
are to be carried out. We will send a Swedish General, or 
some neutral official, down there to see that that is done. Now 
do you gentlemen accept that?” 

The representative of one of these countries got up and ac- 
cepted it, and the representative of the other country was 
asked whether he accepted it. He got up; he was a diplomat; 
he had been sent there as one of the diplomatic representatives 
of his country in western Europe, and he had been sent there 
without any instructions, probably purposely, so that he could 
say that he had no authority to agree to anything. 

He got to his feet and looked in front of him and saw the 
representatives of eleven different countries sitting there, none 
of whom, fortunately, had the slightest interest in this dispute, 
and he looked over his shoulder behind him and saw seventy 
newspaper reporters with pencils all ready to write down what 
he was going to say and telegraph his statements to their 
newspapers. He looked farther back in the room and saw 
some of the public who had been admitted to the proceedings. 
He couldn’t say that he wouldn’t accept it because that was 
almost equivalent to a declaration of war and was going to 
be telegraphed all over the world immediately, and, being an 
intelligent man and not wishing to tose his official head, he 
said, ‘‘ Well, that is satisfactory to me, personally, but I don’t 
know whether it will be to my government.” 

They said, “ Well, you can find out by tomorrow. There 
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are plenty of telegraph lines and you can find out by tomorrow 
whether that is satisfactory to your government, and suppose 
you come back tomorrow and tell us.” 

The next day he was back there and said that it was satis- 
factory to his government, which was the end of the whole 
incident—just the kind of an incident that fifteen or twenty 
years ago would have upset everything in the world and 
might have got all sorts of powers in on each side of the 
question. 

I don’t mean to say that you can settle a dispute between 
two of the great powers in the world by any such methods as 
that, before the League of Nations; I am quite sure you 
couldn’t. But if a man is obliged to get up, state his case, make 
his complaint, there is a lot of time which goes on, there is a 
great deal of delay and postponement, and the longer that sort 
of thing continues, with everybody pulling the coat-tails of both 
contestants, urging for a settlement, the less likely you are to 
have war. That is what I mean by the value of open dis- 
cussion in public and personal negotiation. 

I wouldn’t for a minute suggest that the United States 
should join the League of Nations if I thought that it involved 
the dangers which the opponents of the League say it does. 
But I don’t. I think they are very largely imaginary. I 
don’t want to send United States troops to Europe to fight over 
European boundary quarrels; I don’t think this country ought 
to get into any European entanglements, but joining the League 
doesn’t necessarily mean that. I have seen the Japanese sitting 
on the Council of the League for seven years, and they haven't 
gotten involved in any European entanglements; and they 
haven't the slightest intention of getting involved in any Euro- 
pean entanglements, either. You can get involved in them, 
or not, just as you like. 

There are things that the United States wouldn't like if it 
were a member of the League of Nations. I dare say it 
wouldn’t like to get up and debate questions of some of its 
policies in Central and South America before the Council of the 
League. I am not criticizing our State Department for the 
policies that it has pursued in that respect. As a general rule 
I think the Unitetd States has a pretty good case in most of 
those instances and I don’t think there is any reason why we 
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should be afraid to state it. I think it probably would re- 
sult, in the end, in the establishment of a good deal better 
relations with some of our neighbors than now exist, if there 
were a place where everybody could go and blow off steam. 

Of course I know that it is a political impossibility for the 
United States to join the League of Nations at the present 
time. One of our great political parties—and it is the party 
which has a majority in this country under normal con- 
ditions—has persuaded the average voter that there is some 
danger in this thing, that it is a sort of conspiracy on the part 
of wicked, old Europe to get Uncle Sam over there and per- 
haps go through his clothes, or at any rate do something dis- 
agreeable to him, and I wouldn’t like to see the United States 
make an attempt to join the League of Nations in the present 
state of public opinion in the country. I think that public 
opinion in this country has to change a great deal before it 
can do it. But I am satisfied, from what I have seen of it, that 
there will have to be a radical change in the method, the 
manner and spirit in which international affairs are conducted, 
if there is to be any improvement, and that the League affords 
the best chance of bringing this about. 

This question is one of the most important questions facing 
the world today. It isn’t going to be settled by rhetoric or by 
emotion or sentiment. It isn’t going to be settled by anything 
like legalistic formulae. It has got to be settled by some 
straight thinking by clear-headed people, on a very important 
subject; and if I have induced, by what I have said, any one 
of you to think on these things, I shall be perfectly satisfied. 

The present period of exhaustion in Europe, following the 
Great War, is probably the most favorable opportunity that 
the world has seen to establish a new method of conducting 
international disputes. If no advantage is taken of it, we 
shall all be back where we were in 1913; and you all know 
what that means. 
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